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VISION

Intervoice technology leadership will shape
the future by transforming the way people

e and information connect.
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| would like to personally thank our stockholders, @ustc{mers and

employees for their continued loyalty to
Intervoice. With your support, we have
made significant progress toward a number

of important objectives in fiscal year 2003.

We introduced groundbreaking products designed
to keep our customers on the cutting edge of
connectivity. We extended and recharged our sales
pipeline, particularly in the important enterprise
market. We created and strengthened key
relationships with customers and business allies,
and refocused our internal structure to position
the company for long-term success. Despite a
difficult global economy, we delivered consistent
improvements in many financial and operational
categories.

Like companies in many sectors, Intervoice
continued to grapple with a softening world
economy compounded by the uncertainties of
international conflict. Some sectors showed signs
of recovery, although many companies in our key
customer markets continued to delay or limit IT
capital spending. While we certainly would have
preferred higher revenues for Fiscal Year 2003,
our revenues of $156 million reflected continued
leadership in the enterprise market.

In response to the goals identified in our Fiscal
Year 2002 report, we continued to focus on cost
control and balance sheet management. We
successfully restructured our debt and lowered
our breakeven points, resulting in improved cash
performance.

To meet the converged productivity and customer
service demands of the enterprise and network
operator markets, we completed a major internal
consolidation that produced a new integrated
global organization. This realignment — which
reflects our new “One Team. One Vision.”
approach — allowed us to focus on our key product
lines, improve customer support and strengthen
management efficiencies.

We also achieved significant success in our
ongoing effort to enhance and extend our
solutions offerings. By continually advancing our
state-of-the-art voice solutions, we strengthened
our position as the global leader in converged
voice and data technologies, and we extended our
messaging portfolio, which now includes voicemail,

' f
speech-enabled vorcemarl enhanced SMS and
the elements that; combme to form Unified
Messaging. Our expanded Payment solutions
meet a growing carrler need for more flexible
transaction processmg solutions.

|

Our customers mcreasrngly demand open,
standards-based solutlons that reduce

the time and complexrty of application
deployment while; reducing integration,
service and deployment costs. Intervoice
has responded by, incorporating support
for VoiceXML and the emerging Speech
Application Language Tags (SALT) standards
in our open, hlghly scalable, Omvia
architecture. These improvements expand
the market reach Tand value of our core
competencies and customer solutions.

Our solutions have been further enhanced
through our strategrc partnerships, including
major initiatives W|th Microsoft and Intel.
These alliances glve Intervoice important
technology and marketrng advantages in a
dynamic market, and move us closer to our
common goal of creatung a world where there
s “speech everywhere

As we look to the; fL'Jture we are well
positioned to capltalrze on several positive
trends in the global' marketplace. Analysts
continue to pro;ect accelerating market
growth for two of our core competencies,
messaging and communication portal
solutions. We see opportunities in Fiscal

Year 2004 to con;in:ue to grow our managed
services and annua) customer support service
businesses, and to EXpand our focus on new

customer accountsl

We will continue to pursue emerging
opportunities and measures to increase the
efficiencies of our operatlons Our workforce
has responded to bloth our challenges and
new initiatives with great professionalism and
. . s .
dedication. We remain one team with one
vision...to deliver; Sll.rbstantlve value to our

employees, customers and shareholders.
1

|
David W. Brande;nburg

Chairman and Chief Executive Officer
N
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From our bi2gianings as 2 pianeering force
in the creation of Interactive Voice Response
(IVR) systems to our current drive to more
fully integrate voice and data technologies, we
have built a solid reputation for market and
technology leadership. As we enter our third
decade of leadership, our customers continue
to rely on us to apply innovative speech
tecknology to create Return On Investment
(ROI)-centered business soluticns. ' An Evolvin g Model
Intervoice remains a world leader in
converged voice and data solutions for the
enterprise and network markets. We employ :
over 700 professionals and do business change, moving forward to meet'the
throughout 75 nations in North America, ~ changing demands of the dynamic
Europs, the Middle East, South America, business environment.
Africa-and the Asia/Pacific region. We have '
- shipped more than 22,000 systems, including-
5,000 custom solutions, for enterprise and
network customers worldwide, which serve
hundrads of millions of end users globally.

Intervoice has a long and proud
history, but we continue to embrace

In Fiscal Year 2003 we combined
our previous Enterprise and Network
divisions to create a new integrated
organizational structure. This
important realignment allows the
company to meet the more focused
demands of our global customer base,
while achieving significant internal
cost and management efficiencies. As
we look forward, we will continue to
seek even further cost and operational
efficiencies, improved customer
~ relationships, stronger internal

-_communications, and new market

opportunities.

Our customers expect results, and we deliver.
Our solutions have generated billions in cost
“savings and.new revenue while allowing
organizations of all sizes to differentiate
themselves in their markets, streamline
foperatlons and improve customer retention.
Many deployments yield a measurable ROI in
as little as three months. That performance is
the foundation upon which our future is built.
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To reflect this more focused vision of

the converging marketplace and global
customer requirements, we also changed
our corporate name to Intervoice, Inc. This
new name represents a full integration

of the products, services, operations and
personnel of the former InterVoice and
Brite Voice Systems, following our merger
in 1999. Simultaneous with this name
change, Intervoice also established new
vision, mission and values statements,
presented on the inside front cover of this
report, consistent with our new view of
ourselves and our future.

Perhaps the most important announcement
of the last year was made in October 2002,
when Intervoice and Microsoft announced
a major sales, marketing and technology
alliance designed to bring speech into

the mainstream of business technology.
This important strategic partnership will
focus on the SALT-based Microsoft .NET
speech platform and on bringing open,
economical Web-based speech solutions

to call center and enterprise customers.
Hailed by In-Stat/MDR as “a paradigm shift
in the industry”, our alliance with Microsoft
illustrates our commitment to open, web-
based speech solutions that fully leverage
our customers’ existing IT investments.

AdvancePCS, the nation’s leading health
improvement company, selected {Intervoice
to design, develop and host a speech -enabled
application for automating serwces for retail and
mail order members. intervoice Omvna platform
provides a user-friendly communic;at)‘ion interface
for more than 75 million AdvancePCS members.
Taking advantage of Intervoice’s flexible
deployment offering, AdvancePC§ chose an on-
premise, hosted solution for its ehvironment.
|

“The paramount goal for th/s apphcatlon

and for all of AdvancePCS’ acttwtles Isto

improve the overall memben e\xpenence
After a rigorous vendor evalqatlon
process, AdvancePLS selected Intervoice
as the best hosted solution available to

meet our specific business keguirements. 7

|
Jim D. Lewis, Vice President of}Mail and
Customer Support Systems Tec;.hnologg

AdvancePCS !
(

|

Intervoice is changing the ways in which
people and information connect.
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“While we will continue to support ex15t ing

customers who use our traditional, proven
Broprietary platform and systems, we will ~
also work closely with those customers
~"who wish to migrate to an extensible apen
standards environment. Open standards
"give both enterprises and network
operators the freedom to make vendor;-

: l [ own and independent equipment choices, to reduce
0 costs and risks, and to seek the most
| and. Hda-a S(‘IUU@HS Imaintair this productive pathway to next-generation
‘ posn‘twlon ar\d aﬁ a result of ouflown drive connectivity.
‘ i tow.,rd iefﬁc lency an innovation, we
| e g Justed our st turey | business Omvia, our core solutions platform,
. :1 meet therchapy j supports the creation, deployment and
N e S ﬁne s. In 1,§C | Year hosting of speech-enabled services thal
: l Integvotce contmued p‘ allow companies to deliver information

N m|gr.at|on t¢ wanpds corlu1 ;ce and anywhere, anytime and using any device.

date wsoluttons based Ml op tandards- The standards-based Omvia solution allows

basg:l Jtechr oloéles users to voice-enable existing Web-basid
have‘J produ

1 : resources, to implement next—generatiop
N respon:uve plx f se J ucat(ons IVR and messaging applications, and tc

g tools\and téchnﬁ)logl ’Id our maximize the Operations, Administration
|reach beyond the tradjit rerprise and Management (OA&M) efficiencies af
E 5, % operator | 19 include the distributed computing and networking

||the Ia rge developer mga ] yr‘ell. environment.




Evolving Solutions

We continue to develop and refine Voice
eXtensible Markup Language (VoiceXML)
solutions that open conversational access to
web-based information and services, and which
build on open Internet standards-compliant
VoiceXML 2.0 browsers to support a growing
range of distributed applications. True to this
vision, in June of 2002 Intervoice introduced a
VoiceXML browser compliant with the VoiceXML
2.0 standard, one of the first in the industry to
complement the updated standard.

Intervoice is also committed to the refinement
and deployment of Speech Application
Language Tags (SALT)-based solutions. The
SALT specification, which essentially extends
existing mark-up languages such as HTML and
XML, enables multimodal and telephony-based
access to web-based information services
from PCs, telephone, notebooks and wireless
PDAs. In partnership with Microsoft, we have
agreed to develop, market and sell SALT-based
solutions for the upcoming Microsoft .NET
Speech platform.

To support and influence the evolution towards
open system solutions, Intervoice is actively
involved in a number of standards-oriented
organizations, including the SALT Forum,

the TeleMessaging Industry Association, the
European Telecommunications Standards
Institute, the World Wide Web Consortium
(W3C), and others.
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“This announcement from Intervoice is a

clear signal to enterprises who' care about

their customer self-service chqnnels

that it’s time to align their telephone

infrastructure with their web assets

VoiceXML and a media gateway approach
allows re-usability -- not dughcat/on --

of business logic across both web and

phone channels. This product is the

right architecture from a major force

in the contact center, and supplies the

familiar XML-based tools to émpower

the enterprise developer, reduces the

cost of self-service beyond trald;tlonal
IVR platforms, and expands t the range of

customer options.” ‘

I
|
Mark Plakias ‘ z
Zelos Group : f

|

Telestet

Telestet, one of three leading mobile operators in Greece thdt offers both post-paid and prepaid
services to mare thon 2.5 million subscribers, turned to Inrervou:e to provide messaging to
high end users. Intervoice put forward an implementation planfor Telestet to migrate current

L

voicemail accounts onto an Omvia™ Messaging platform. This messaging platform had allowed

a selected number of Telestet customers to receive voicemail, email and fax on their mobile
phones. Direct migration from one platform to another als:o needed to be seamless to users. After
migration, subscribers potentially required access to messages on the legacy plotform. In March

]

2002, Telestet successfully migrated over half a million §utgscribers from its legacy voicemail
platform to the new Omvia Messaging platform within on;e hour. Zero service interruption ensured
100% customer retention.

2003 | Annual Report
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Interv0| e waJ ')unded as a pioneering force in the

i " P 9 from e-commerce transactions to

Consumers demand seamless access to
new worlds of content and information,

i,
\ oice Response
|

develop*nent rf:f »nteractlve Voice Response (IVR)
technolt‘:gy, al;d we remain a leader in providing IVR
solutlonr‘,: Oun O*nvna suite of solutions can be deployed
to meet \{lrtua y~any speech or web self-service
reqmrement inan IVR or browser/server conﬁguratnon.
The Omv aap 3‘rc1>‘“ ach |s built on %r ({D ‘ ia Media
Gatewa\f,\ whlch ‘p’rovndes felephoqy mttegratlon speech
technolcgles fm‘ri ntegrated self-serw{ce ‘appllcatlons

P
] I
and spe: |e||zem serv1c=—~ capab|l|t|es for, specuﬁc media

weather updates, directory assistance
and corporate data. Enterprises and
network operators can meet this demand
with Omvia, our speech-enabled portal.
The Omvia Portal provides fast and
flexible access to a growing universe
of live and stored muitimedia content,
and is supported by a complete array

of Intervoice provisioning, service and
apphcatgons 1o %HJD port these IVFf capqp;lgtles our media-speciﬁc,:) tools. Ourg Zzustomers are
InVision and LiVision| Studlo appllcat:on development

LIl A e deploying the Omvia Portal to integrate
tools suue allo S usmesses to; easﬂytand efficiently database, workstation and switching

il
p{ﬁtotyp 1tandi eploy voice portals text—tlc speech and systems, and to “open a doorway” to a
other m(' imed i vast array of new content and information

é‘\'appheatlons ?\“;‘\
] \ possibilities.
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The Omyvia IVF 'solu tlop is support

Dy @
call ﬂow“ ‘s”‘oftw—‘ ‘Hp|atform an |r'\“egra[ted V0|ceXML
browser, ‘é J2EE lqased runtlme eH wriopment and our
own IQT Ik brcw-er enwronmen It ,w;l! 'soon offer
the Micrd ssoft SALT browser and the Microsoft .NET
runtlmeienqumnent (Dmma sem,},erve appllcatlons - .
also mtegrate Tumber of advanced;; e eatires, o : ' e
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mcludmc;‘-‘spee( h #ecog‘rlltlon and‘!“tuextlt Hgf:j)eech
data conpectlv Ly to Iegacy and \'Neb based‘ resources,

i i

comprebe nsnve FCom puter Meleph 9 ny \Integratlon (CTD)
capabilitia 35 and- p\roven developiﬁwnt ar‘ad\ management
tools. Net\\/vork oberators can usej( )ur,,newly released

Omvia Cr eaton aolunon to create;{ eploy and host
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Payment

For network operators seeking to

increase share, boost margins and

reduce costs and risk, payment-based
applications offer immediate benefits

and a link to the service-driven future of
telecommunications. Our Omvia suite of
Payment solutions offer a range of flexible,
user-friendly pay-as-you-go prepaid
alternatives, including debit card-based
services, account-based services and a
managed services option. The Omvia
Prepaid solution includes wireless and
residential, prepaid calling cards, and
prepaid Intelligent Network applications.
We also offer postpaid services, postpaid
calling cards, and automated payment-
oriented operator services such as
1-800-COLLECT. Intervoice solutions can
be deployed to meet virtually any telecom
payment requirement.

Messaging

Astute telecommunications companies are rapidly
deploying advanced messaging|systems to open
new revenue streams, retain customers and
leverage the benefits of next-generation speech and
visual media technologies. With Omvia Messaging,
Intervoice delivers the systemsr tools and support
needed to make the most of emerglng messaging
applications.

|

|

Basic Omvia Voicemail starts Wi’th traditional voice
mail capabilities, then adds mtelhgent notification
and call return, conditional greetmgs and flexible
mailbox options. Speech- enabled voicemail allows
service providers to offer a range of enhanced
features, including speech-user interfaces, mobile
and web-based mailbox access and voice-activated
dialing. With our Omvia SMS Center (SMS-C)
platform, service providers can now offer Short
Message Service to their mobile customers.

Unified Communication is now (seelng growing
market acceptance, with most customers seeking
specific, revenue-oriented feattbres such as text-
to-speech, voice navigation, ema|| -via-phone

or voicemail-via-email serwces We are speech
enabling our advanced Multlmedla Messaging
Service (MMS) solution to meet this growing
demand. | [

|
|

Responding directly to the needs of our enterprise and carrier customers,
our Omvia product suite offers a flexible, scalable integration platform with a
powerful development environment, supported by comprehensive services.

{lIlE] Annual Report‘ -
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Professional Services

| 5/
T00|S il H (i In today’s challenging business
il \] [ - | environment, companies expect more

Compan es In & range of industries now seek powerful . flexible; affordable access to advanced
voice SOI‘ ﬁuonst created and deplo‘y - communications solutions. We help our
cost-effective s andards-based teF nologes, We have customers reduce both risk and costs,
respondc;t% with \IQ‘VlS'Oﬂ Studio, a g Cd - while allowing them to deploy today’s -
developrpent e aVernment Jde5|grg-\c'1 to ggs:st developers most capable infrastructure, by offering
create ql_allty voice user interfaces It ‘Iﬁtj compliant ~ a managed service option for all of our
‘\Nlth the )pen ‘IO‘CIEXML% 2. 0 StanCﬂ “r ‘ ‘e to learn . prOdUCtS. As Comﬁaniesl carriers and
and easy ‘to use, InVision S Studio allowsdeve Internet Service Providers (ISP) seek the
create, v‘ew m“oc‘l[la‘y armd test adv“a Lol [ i proven efficiencies of the hosted mode/,

potent‘:f[:rray of tools landlfunctm)! Vi | Intervoice is well positioned to fill this

| i ‘ ‘ ! need. Our Managed Service Provider (MSP) .

In today\’ ; compet nve marketplace,

solution meets our customers’ needs

H i il

all k'”ds\ g only connect mo fliciently with for more flexible and varied deployment
customer”‘ 5and pmspects but mu;ﬁlc , tIy monitor methods, while opening a growing revenue
the effecwenes) of those commu nications. | Omwa stream for Intervoice.

Apphcatncn View ﬁ‘rovndes a conve lient :ﬁ affordable
i Ll ]
way to track, e}{?IHate and docum nt IVR %tlvmes. This Business organizations now also seek to
customnzatﬂe reportmg]system coflectsiand cummarized protect and extend the useful life of their
key statiszics on v Wtually every aspect of investments by securing mare flexible,
operatloq ‘\ 1 i affordable technical and customer support.
‘ 1\ RealCare, our warranty and post-warranty
Larger 051?“'2330{75 that mamtaﬂ ? service, continues to offer one of the best
Systems nfed tl']lﬂe 1?b'“t\/ to track a ] and most varied support programs in
details, a%_» licatis ion usage and overa : the industry. Beyond the basic technical
We respon:l to Hi

11
> need with Omy Manager support services offered as part of each
a real- ttrrﬁ dync THI‘(% momtormg Sy ﬂf tievaluates product sale, RealCare offers an array

f
| !
system health, a larms, port and sp s .and traffic of additional services that range from

|1l WA !
snapshots on speech-enabled ente‘_ i remote monitoring and automatic software
‘(‘Taln provide a prea O-date view upgrades to a help desk that assists users

System NEanagé i
of a single VR f0d~/ rack mounted. with application development questions.

gr=ograph| ally d|7per,sed multl node“

“This is an ia 7
service level j
paraflel with ! :
solid mfrastr-‘

I |
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Helping to Ensure Bt usmessJKOI

To meet the changing needs of our global (
customer base, we have expanded our ! 5
Professional Services capabilities to include o

consulting, application prototyping and The Solutions Pyramid mcorporates all key components
usability testing, design services and of a successful solution, from the assessment of business
solution assessments. Over 130 Intervoice opportunities and customer focus groups, through
professional service consultants work with application prototyping and tesnng, Voice User Interface
our customers to design, develop, test and (VUI) design, application development, installation and
implement their specific solutions. testing, customer acceptance and final assessments.

Using this approach, solutions can be deployed using our
Our Usability Lab offers thorough real- traditional IQTalk platform, or‘ in VoiceXML or SALT-based
time, real-world testing on actual beta environments,

applications. Conducted in a controlled w
yet comfortable environment, this |
method, which uses actual callers to test
the application, continually adds to our 1
developers’ understanding of the many b\ ?
changing nuances of the way people
interact with the technology. It is in this
way that customers begin to recognize the
importance of good user interface design
in assuring customer satisfaction and

high call completion rates, and the value
Intervoice offers in this regard.

Stress
Testing

Application
Tuning

Application

: Installation

Solutions Pyramid

To formalize a proven methodology for the
planning, design and implementation of
voice solutions, we created an innovative
Solutions Pyramid. When deployed early in
the design process, the Solutions Pyramid
helps ensure the optimization of voice
applications that meet the needs of both
callers and the business organization.

Our innovative Solutions Pyramid describes a proven methodology for the
planning, design and implementation of voice solutions.

2003 | Annual Report




gthening Partnerships

industry leaders to foster innovation
and growth of the communication and
IT markets. We work with established
industry leaders to deliver end-to-
end solutions to our customers.

Each Strategic Alliance represents a
substantial investment by Intervoice
and the alliance partner. The evolution
of these alliances typically encompasses
numerous joint initiatives and go-to-
market strategies, which focus on
adding value to our customers. Our
strategic alliance partners currently

SRRl
I i : [
I oy
r .

To contl %ﬁ@‘m@@ JW@ partner ecosystem, Intervelee
z e U

actively % %ﬂ@@ T@U?ﬁ [liES Strategic Alliances

o ; ! Bl e

with & F@g j@ ¢ i ul Intervoice partners with established

H ]

m::

)System | of alliances

ies; Strategic Aliances,
chnolcgy Alliantes and
ances. These relationships

I technolag ngth, improve
position, fadilitate shorter time-

Ll L .
enhance oy o deliver

|

e I
solutions, ) ;

. i?ad’e Alliani include Microsoft, Intel, Hewlett-Packard

i : a fesult o amdfricson. .

H[andi nttual) ¢l refations Product and Technology

S N O A 1 A Alliances

. I AR

A ﬁ L u{f ; Intervoice works with technology

] ! | ji* . \M I : innovators to bring best in class

1 R e IR products to market. These alliances,

‘ r‘[ i ] 7 ; which include industry leading

i “ il I : !‘; ; equipment providers and independent

| ;]F Jn | : J 1 software vendors, foster technology

L ;E A | i development and integration to provide

j ‘j& S| ol superior products and solutions for out

o W TR customers. :

Al ‘ 1o




Facilitating Best in Class . SOLLLthJlS

|

o
|
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Every alliance member brings important
features and complementary technology

to the Intervoice line of products. We work
with our alliance partners to tightly integrate
their technology and application solutions
into the Intervoice platforms. Product and
Technology Alliances include agreements with
Speechworks, Nuance, Scansoft, BEA, Siebel,
Sun Microsystems and others.

Channel Alliances

Our global channel alliances allow selected
partners to offer the Intervoice product suite
as a complement to their own products,
industry expertise, market position and value
proposition. In these alliances, Intervoice
partners with a variety of companies who
are trained to offer our products to their
growing number of customers. A dedicated
team within the sales organization manages
over 70 channel alliance partners around the
world. These channel partners include:

i
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Value Added Resellers
Value Added Resellers (VARS) offer an
integrated product set typically within a
vertical industry as a compliment to their
own products and software.

J
Systems Integrators i
A System Integrator (SI) provides
consulting services, |mplementat|on
systems integration and custom[appllcatlon
development for end-to-end |nt¢grat|on of
Intervoice-enabled solutions. i }

Platform and Infrastructure Prowders
These companies integrate Interv0|ce
platforms into their own pIatforrms to
offer a complete platform solutlon to their
customers.

!
|
|
f
|
|
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Michigan Department
of Treasury

When it was time to process taxpayers’ questions
during last tax season, an Intervoice system saved

-the Michigan Department of Treasury more than

2 million dollars. Seeking a solution to improve
customer service and further reduce costs, the
Michigan Department of Treasury reseerched their
options and concluded that speech was becoming a
critical component in effective call management for
the high-volume call center that receives over one
million phone inquiries per year. Providing financial,
tax and admin:strative services to more than

one mill'on taxpayers, the Michigan Department

of Treasury is one of the first state tax agencies
pioneering speach recognition technology. By
implementing technology that reduces costs and
empowers its customer service agents to provide .
better service, the Department :s illustrating a '
change in the way government agencne:.‘ff:an work
for their constituents. Our history of technology
leadership, ability to deliver the requurﬁdl !
applications, and capability in provudmg\a\smgle
point of contact for the total solution made the
Intervoice Omvia speech-enabled platf&rm‘a clear
choice for the Michigan Department of _“egasury.

utions for Government and Industry

- Director of Customer Service Center

“Especia?lg during tax season,
Intervoice’s technology is an absolutely
essential component in effective call
management. We chose Intervoice’s
solution to serve as a key component
in helping to move traffic away from
our custamer service center, allowing
tax-paying citizens to help themselves
quickly and efficiently without any
human interaction. Intervoice’s
technology is tackling over one million
calls per year and we are currently
looking to enhance that based upon the
success we've experienced.”

Steve Hilker, CPA,

Michigan Department of Treasury
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As Filed with the Securities and Exchange Commission on July 1,\2003

UNITED STATES SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

?
Form 10-K/A j
|

(Amendment No. 2)

- ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d)
OF THE SECURITIES EXCHANGE ACT OF 1934

For the fiscal year ended February 28, 2003
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O TRANSITION REPORT PURSUANT TO SECTION 13} OR 15(d)

OF THE SECURITIES EXCHANGE ACT OF 1934 {
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For the transition period from to

!

Commission File Number: 1-15045

Intervoice, Inc.

{Exact name of registrant as specified in its charter)

Texas 75-1927578
(State of Incorporation) (IR.S. Employer
Identification Number)
17811 Waterview Parkway 75252
Dallas, Texas (Zip Code)

{Address of principal executive offices)

Registrant’s telephone number, including area code:

(972) 454-8000

Securities registered pursuant to Section 12(b) of the Act

None

Securities registered pursuant to Section 12(g) of the Act
Title of Each Class

Common Stock, No Par Value \ )

Preferred Share Purchase Rights .

Indicate by check mark whether the registrant (1) has filed all reports required ]to! be filed by Section 13
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that the registrant was required to file such reports), and (2) has been subject to such fﬁhng requirements for
the past 90 days. Yes No O

Indicate by check mark whether the registrant is an accelerated filer (as defined in Rule 12b-2 of the
Act). Yes No O

Indicate by check mark if disclosure of delinquent filers pursuant to Item 405 of iRegulation S-K is not
contained herein, and will not be contained, to the best of the registrant’s knowledge, in definitive proxy or
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Form 10-K. OJ

Aggregate Market Value of Common Stock held by Nonaffiliates as of May 1‘3,
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: : PART I

Item 1. . Business

Overview

Intervome Inc is a world leader in: provrdmg converged voice and data solutions for the telecommunica-
tion carrier (network) and enterpnse mar<ets. Intervoice offers enterprises and network carriers a flexible,
scalable: mtegratton platform, a powerful application development environment and comprehensive services.
Foundrd in 1983, the Company is: ‘zelebrating 20 years of innovation this year. Over the years, Intervoice has
1ntrod1_ced a cenes of product advaneements that have helped application developers, enterprises and carriers
worldmde connect people and 1nforrnatlon !

o " v

Wlth the “experience gained from the deployment of more than 22,000 systems around the globe and
througii contmuously applying currznt technologies, Intervoice has created compelling business solutions that
promote customer profitability and satisfaction with demonstrable return on investment. Intervoice is
headqt.arterec in' Dallas with offices in Europe, the Middle East, South America, and Asia Pacific. For the
fiscal ysar ended February 28, 2003, the Company reported revenues of approximately $156.2 million, with
systems and servu,es sales represemmg approxrmately 54% and 46% of revenues, respectively.

Onv1a the Company’s opeq, standards-based product suite, offers speech-enabled Interactive Voice
Response (“IV "’) applications, ‘miltimedia and network-grade portals and enhanced telecommunications
apphcauons suchvas unified messaging; short| messaging services (SMS), voicemail, prepaid services and
interaciive alerts)! Services' prov1ie’d 1nc1ude maintenance, implementation, and business and technical
consulting services. When capital funding is scarce, the Company’s managed services provide an important
alternaiive for 1ts“eustomers to realize the strategic deployment of services that will promote profitability and
improve! \market“dlfferentlatlon andt competitive advantage while avoiding the up front costs of capital
mvestrruent :

For enterprlses Intervoice oﬁers Omvia"™ software, tools and infrastructure supporting speech-activated
and Web- based self-service apphcatlons wireless Internet services and multimedia portals. Representative
customers across| multrple 1ndustr1est1nc1ude AdvancePCS, Ameritrade, Amtrak, Bank of America, CIBC,
Cltlgroup, Conltizental Airlines, E*T-ade, FedEx, Fidelity, Fleet/ FirstBoston, Ford Motor Company, General
Motors,. HCA I—[ealtheare ldaho Power J.P. Morgan Chase, Merck-Medco, Michigan Department of

Treasury, lecarl‘“Pltney Bowes, Sears, Trave1001ty, United Airlines, Washington Mutual -and Wells Fargo.

i

Rey venues rfrom the enterprise ‘market are primarily attributable to domestic activities, with approximately
89% commg f‘om North America: customers. Products and services for the enterprise sector accounted for
approxit rately 37% of the Company’s total revenue in fiscal 2003. Of the Company’s total revenue within the
enterprise markeu‘ approximately 59% was derived from systems sales and approximately 41% was derived

from the sale of servrces

Fo: ‘netwc‘rlk‘operafors JIntervoice offers robust and scalable telco-grade platforms and an integrated suite
of Omu“TM network applications enabllng prepaid and post-paid services, network portals, voicemail and
unified messaging services. International sales represented approximately 81% of total network-specific
revenue in fiscal 2003. Intervoice products and services sold to network markets accounted for approximately
43% of LhC Company s total revenue in fiscal 2003. Of Intervoice’s total network sector revenue, approximately

48% was der1V°d from oystems sales and apprvx1mately 52% was derived from the sale of services.

To date Interv01ce has deployed enhanced network systems and services in over 50 countries to over 200
service providers including British Telecom (including BT Cellnet, now O2), Deutsche Telecom (Germany),
ETB (Colombia). VAR-Tec (U.S.), Fl_]l Telecom (Australia), MMO/Vodafone (Germany), Orange




(India), Qwest (U.S.), Rogers AT&T (Canada), Safaricom (Kenya), SBC (U.S.), Smartcom (Chile),
STC (Saudi Arabia), Stet Hellas (Greece), SwissCom (Switzerland), Turkcell (Turkey), and Verizon
International (Mexico, Puerto Rico and Venezuela).

By incorporating the industry-leading features of the Intervoice enterprise platform Omvia is becoming
an open, highly scalable, universal architecture with flexible configuration options suitable for deployment in
enterprises of all sizes and in the world’s largest networks. A standards-based development environment is part
of Intervoice’s product strategy. Intervoice product roadmaps are designed to ensure an open, standards-based
architecture that will be increasingly important for the voice and data solutions of thc future. Intervoice
supports standards including VoiceXML and SALT (Speech Application Language Tags) specifications for
voice-enabled web applications, and J2EE and .NET for enterprise software architectures. The Company is a
member of the World-Wide Web Consortium and participates in the SALT F01:'um Intervoice also
participates in network-focused organizations such as the 3GPP and the GSM Association.

Omvia solutions are enabled by patented Intervoice technologies, as well as best- orf breed products and
services supplied by industry-leading Omvia partners. Intervoice is a partner to qoxppames that include
providers of speech technologies, platform technologies, softswitches and operating systems. Intervoice has
alliances with leading speech technology providers including Microsoft, Nuance, ScanSoft and SpecchWorks
for speech recognition and text-to-speech solutions. Through a strategic alliance with [Mlcrosoft Intervoice
hopes to make it faster, easier and more economical to build and deliver open, standards based enterprise
teiephony and multimodal speech solutions based on SALT standards. ; }

Intervoice expects to see impressive growth in subscribers to wireless communicatidn and Internet-based
services. Wireless and Web technologies have created diverse, related markets that a‘{re still emerging and
evolving. These developments have blurred the line that once clearly separated the enterprise from connecting
network environments. Intervoice is enhancing its products to make the most of wireless and Web technology
trends and emerging open standards. The Company continually refines its product ém(d service solutions to
keep its customers on the leading edge of performance while leveraging its ex1st1ng voice and data

infrastructures. i {

|
Markets ' ‘ }

Intervoice operates in two broad market categories: the enterprise market and ihia telecommunications
carrier, or network, market. In addition, the Company is beginning to see increasing opportunities in a third
market that is more narrowly defined, yet crosses both the enterprise and carrier rﬁaﬁrkets — the developer
market. [

The enterprise market is characterized by a business environment that has goals to improve customer
‘communication and personalization as well as reduce the costs of customer contact, a|historically time-and-
money intensive operation. Furthermore, consumers are increasingly taking charge of this important interac-
tion between enterprise and consumer; deciding where, when and how they want this communication. To
address this new business paradigm, enterprises are increasingly applying innovative \)vi’reless, speech and web
technologies to leverage existing customer service infrastructures in the creation of interactive, self-directed
service applications. These new applications are designed to put the customer in control of the delivery of the
information while allowing the enterprise control of the data. This serves to address thel enterprise’s objectives

of improving the customer experience and reducing operating costs.

The network market is also characterized by the competing objectives of limiiiqg capital expenditures
while introducing innovative new services to enhance differentiation in an increasingly competitive and
commoditized business landscape. Already battered by declining growth, risk-averse carriers are looking for
proven services and a clear, near-term return on investment (“ROI”) to shore up dec“:liy[ning subscriber growth
and maintain their existing subscriber base. Enhanced services such as voicemail, text messaging, multimedia
messaging, information portals and personal alerts are seen by carriers as opportunities to earn incremental
revenue, as are services such as prepaid, which help to address new market niches. In looking to these services,
network carriers are also looking to maximize the return from their past equipment investments. This requires
that vendors not only provide the applications required by the carriers, but also provide them in such a way as

)
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to leverdge thelenrlstrng 1hfrastructure 1nvestments that came with the optimistic build-out of the late 1990s. In
addition;’ as a° \reiult of carrier downsmng 1n recent years, network carriers are looking to the vendors

themselves to prov1de profess10nal >-='rv1ce< toward deploying and managing the services built on their systems.

The emer'g‘ln‘g‘ developer market is bu1lt ofi the premise that the advanced speech technologies which are
1ncreas1naly core ;. to the solutions; u>ed by the enterprise and network markets will soon be available to
businesses of 2!l sizes as a result of lthe increzsing acceptance of the standards on which they are built. The
advent’ 0- these n‘dustrv standards, of which: VoiceXML and more recently, SALT, are the most widely
known, are berng tstrongly promoted by 1ndust°v leaders such as IBM and Microsoft. Just as HTML spawned a
number qf servlcel ‘Vreatlon environments: (SCEs) for web development, the movement toward open standards
to dellv rl speeeh ldnd multl modal ;ﬂlutrors w1ll spawn SCEs and associated toolsets to simplify development
of these lexpaneedl mod°s of commumcattor among millions of developers worldwide. ‘

B : I P
Products‘and "erv‘ices ‘ : ‘ B
P e T i SR

Intlerrvmee bthlds and cehvers tlle Company s products and services around four core strengths and a
smgle value pruposrtron Tle four,icore strengths are technology, tools and components, applications and
services. Together these four str]engths\dehver on our value proposition which providés the services,
applications, to ols | and technology l‘that enable developers, enterprises and carriers to connect people with

! T
informaiion to br mote proﬁtabrlrty and eustomer satisfaction.

Y ‘m\\« L o ‘

Enterprise S-Jlutzons .
l

E nternrlse Tochnologv

il

The Compun s strengths and the value proposmon they support are reflected in the enterprise market as
part of & surte of oﬁ'ermgs that can bé delivered as components or as part of a total, turnkey solution. These
IVR soluttons usel the latest ‘in spesch recognition technology to allow enterprises to automate increasingly
complex 1nteraet1ons enabhng busrnesses to provrde quick and timely communications with customers and
business partners 'Such technology' enables enterprises to communicate with their customers through voice,
web, e- ma1l facsimile and other forms of icomimunication on a variety of devices, including telephones, PCs,
mobile phones and\,personal drgrtahassrstants (“PDAS”)

In Ltrlrzmg sueh a sophlsncated ‘alutomated solution, enterprises realize rapid ROI of as little as three
months through. the ‘'resulting reductu m of operat ional costs and, at the same time, realize improved customer
satisfaction, and 1mproved product and servree differentiation.

.'l G =
P
Enterprzse Taole;v}and Componentsn l HRURINIE,
l |

The creatrm l?f thes¢ solutions is; enhdnced through a market-leading SCE called InVision®. Using an

intuitive interface des1gned to comp: “ement a farmhar Windows®-based interface, InVision® allows drag-and-

drop development ‘(1)\1\ menus and call flaws 1 us1ng predeﬁned software modules. In addition, the Company offers
a number of other, features and tools for mezasuring and monitoring installed systems, allowing businesses to
continue: to revrew ‘iand refine the performance of their systems in order to maximize the return on their
investment and optumze customer satlsfactlor With the move to open systems and standards, the Company is
unbundhng, its trddmonal products to address new emerging market segments. These unbundled components

can be used by ce\relope 53 stem 1ntegrat0rs or other technology companles to create customer solutions.

vy
o
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Enterpii ise Applzeattons g

In thel ente*przce space, Intervoice has the single largest market share in IVR systems shipped. With a
base of over 1,600 eustomers worldwide, the Company is represented across a number of different industries.
The most promment of these vertical segments is the banking and financial services market where Intervoice’s
customers. ‘incluce 46 of the 50 largest U.S. bank holdmg companies. The Company also has a significant share

of the transportatmm and hospitality! (ltravel) ‘1ndustr1es
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Providing customer access to information when, where, and how they want it is at the core of Intervoice
IVR and speech-enabled IVR systems. As speech recognition and text-to-speech tech\llologies are added as
natural user interfaces, these systems evolve to allow for the automation of interactions previously seen as too
complex for a traditional DTMF (touch-tone) interface. Businesses now use these systerhs to automate access
to account information, allow secure access to sensitive information through voice verification, change or
correct name and address information, receive stock quotes and execute securities trades. Applications also
enable customer access to order products, pay bills, enroll for college courses, apply for’ jobs and many other

routine and complex interactions.

Enterprise Services |

In order to assure the best response from an IVR solution, Intervoice offers its customers a single source
for system implementation and ongoing system support to design, deploy and maintainar"x advanced automated
IVR system. The Company’s services include identifying and designing appropriate customer applications,
complete project management of a customer application, adjustments to user mterfaces and vocabularies (of
speech-driven applications), customer application specification development and c]onsultlng, installation
services, technical and maintenance support, and customer training. ‘ !J

Intervoice also offers its systems solutions on a managed services basis to enterprises that wish to
outsource voice-enabled solutions for call center applications and web infrastructure. By{ handling the creation,
delivery, management and monitoring of advanced speech and interactive voice applications and equipment,
Intervoice allows enterprises to shorten time to market, reduce the demand for skilled IT personnel and
enhance their business continuity strategy with overflow or disaster recovery services,|all while avoiding the
need for a significant capital investment.

: o

Network Solutions ; f
I

Network Technology {

The Company’s carrier class products are network grade platforms designed to support a range of network
implementations from thousands of subscribers for a pilot exercise, to millions of users in a globally distributed
deployment. These systems have attributes such as redundancy, scalability, reliﬁbility and installation
environment that are necessary in this market. In order to serve carriers at different stages in their network
evolution, the Company’s products are designed for, and deployed in, Intelhgcnt;Network (IN}, 2.5G
Wireless, 3G Wireless and SIP based VoIP networks as well as legacy PSTN, SS7 and cellular networks. The
network product strategy relies on architecture standards such as LDAP, XML and%VoiceXML to achieve
this interoperability at the subscriber level. At the network level, application standar‘ds’ like SNMP, CORBA,
Parlay, SOAP, IMAP4 and VPIM ensure compatibility with legacy systems prev10usly deployed in the
carrier’s network. : [

i

Network Tools and Components | ‘

With the demanding requirements of a quickly evolving competitive Iandscape,’ carriers must have the
capability to change and update applications in a fast and cost efficient manner. Intervoice supplies a
comprehensive suite of tools for the carrier including a SCE that generates both: a| proprietary application
script and scripts based on the open standard VoiceXML, essentially offering the carrier the best of both
worlds. The Company also offers Media Manager, a prompt and application distribution tool that increases
customer efficiency by automating the process of updating network based applicatior[l services.

Network Applications | }

Intervoice offers payment, messaging and portal applications for network carriers. Payment products and
services enable carriers to bill users on a prepaid or postpaid basis. Prepaid payment gives carriers the ability to
offer advance payment for telephony services as well as for a wide range of transaction-based events. Prepaid
systems have been a large growth product for the Company in developing countries where carriers face
customer collection issues, as well as in developed countries where carriers look to serve new niche markets.

5
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Prepaid payment services include prepald wireless, prepaid calling cards, residential prepaid and automated
operatorrservn,es iPostpaid systems énablé network operators to offer privately branded long-distance calling
serv1ces to whole<ale and retail customers, and allow callers to charge calls to credit/debit cards or calling
cards and make Lollecl calls. |

The. Intervome m°ssagmg suitg of ‘fnroducts allows subscribers to collaborate and communicate more
eﬁectlvely thr“ugh a variety of services, including voicemail, unified messaging, call notification and short
message services. Voicemai: features include conditional personal greeting, intelligent call return, mailbox-to-
mailbox messaging and multi-network:, mailboxes. Unified Messaging provides a universal mailbox for
management of all voice, fax and &°iail 1 messages Call Notify offers a simple and cost-effective missed call
notification service for wireless market segments not using voice- messagmg services. Short Message Services,

|
increasingly pcnul.ar worldw1de allgw text[ messages to be transmitted via telephony-networks.

i A W" i I ‘|, \zm

Intervmce portal systems are speech enabl‘ed and interface to live or stored multrmedm content such as
consum,r semcesr (news, sports vveather etc.), directory assistance, subscriber self-service and secure
commer ce trancacnons Porta] proanc\ts can: also be used to enable automation of self-help apphcatrons in the
carrier cnv1ronmenlt such as’ dlrectory‘ assmtdnee and automated customer service.

i P
Netwnrk Ser\'z'Cé;v o \ .
T IR L ) i
Int“rv01ce rofflers a sulte of protessmnaﬂ serv1ces to assist the carrier in the planning, deployment and
ongoing rnamtcnarce of‘ value-added network services. Consulting and business services include business
planning, ‘\marketlng, techmca] consulnng and serv1ce planning. Technology services provide customization of
the Company’s.products and integration with third party or partner products. Intervoice also operates a
portfolic of operatrons SL,ppcrt services, including maintenance programs, technical support, monitoring and
surveillance and dlsaster recovery services. In addition to systems sales, the Company also offers its products
and services on a lhosted basis as. a Mandgcd Service. The Managed Service model is an outsourcing
alternative to cm'rers that are faced with rapicly changing technologies, scarce capital, uncertain returns on
investment and;a’ \1ack of core competenmes to deploy and manage complex services. Intervoice currently
serves over 1.5 ‘million carrier end: -users, jon,.an, ASP (managed service) basis from its four secure hosting
locations 1n Cambrtdge and Manch ster 1n- the U K and Orlando Florida and Dallas, Texas in the U.S.
T W opE
Concentration of ‘Revenue o

The Company has historically made <1gmheant sales of network systems, customer services and managed
services Ioanthh Tclecom and its afhhate BT Cellnet (together “BT”). In November 2001, BT Cellnet was
separated trom the British Telecom ")nsohdated group and became O2. Sales to a combination of the BT and .
02 entities accounted for 11%, 15%"and 1(?% cf the Company’s total revenues during fiscal 2003, 2002 and
2001, resvectively. ‘Sales under a smgle mcmaged services contract with BT Cellnet and subsequently with O2
accounted for 8%, 12% and 13% of the Company s total revenues for such years. Monthly minimum managed
service revenues under IhIS managed services contract declined during fiscal 2002 from a fiscal 2002 high of
approximately $2:6 rmllhcn per monthiin March 2001 to a fixed fee of approximately $0.9 million per month as
of January 2002 1r‘1‘ accordance w1th the terrns of the customer contract. Beginning in June 2003,
conjunction w1th areontract emendment that extends the term of the managed services agreement for two
years to June 2005“ the fixed fee will be ‘further reduced to approximately $0.7 million per month. The
Company expects iis cost of providing services under this contract to rise slightly during the extension period.
No other customer\accounted for 10% or rnore of the Company’s sales during fiscal 2003, 2002, or 2001.
Competition | o

The eriterpriseﬁfmarket is fragmented and: highly competitive. The Company’s major competitors in this
market are Avaye, IBM, Nortel, Aspect Commuaications and Security First (formerly Edify). The principal
competitive factors|in this market include breadth and depth of solution, product features, product scalability
and reliability, client services, the ability toim>lement solutions, and the creation of a referenceable customer
base. The Companyi:believes that its product line of speech-enabled solutions, combined with its professional
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and technical services and its extensive customer base, allow it to compete favorably i}n t!his market. However,
the market is evolving rapidly, and the Company anticipates intensified competition not only from traditional

IVR vendors but also from emerging vendors with non-traditional technologies and solutions.

|

Competition in the enhanced network services market ranges from large telecommunication suppliers
offering turnkey, multi-application solutions to “niche” companies that specialize in a particular enhanced
service such as prepaid or voicemail. The Company’s primary competitors in this market are suppliers such as
Comverse Technology, UNISYS and Lucent Technologies that provide a suite of enhanced services. Smaller
niche players that compete with the Company in various geographies and/or produéts include GlenAyre,
Tecnomen, Boston Communications Group and Huawei. The Company bélieves that, with its current suite of
integrated and interoperable payment, messaging and portal services, its flexible business models, and its
professional and technical service offerings, it compares favorably with its corﬁpétltlon However, the
Company anticipates that competition will continue from existing and new competltors some of which have
greater financial, technological and marketing resources and greater market share than the Company.

Sales and Marketing

Intervoice markets its products directly, with a global sales force, and through more than 70 domestic and
international distributors. The Company enters into arrangements with distributors to broaden distribution
channels, to increase its sales penetration to specific markets and industries and to ‘provide certain customer
services. Distributors are selected based on their access to the markets, industries aﬁd customers that are
candidates for Intervoice products. The Intervoice direct sales force consists of aﬁ)proximatcly 70 sales
directors and representatives worldwide. During fiscal 2003, approximately 72% and 28% of total Company

system revenue were attributable to direct sales to end-users and to sales to distribut&rs, respectively.

|

Major domestic distributors include Aurum Technology, Liberty/FiTech, EDS, Fiserv, Nextira One,
Norstan, Siemens Business Communications, Sprint and Symitar Systems. Major international distributors
include Adamnet (Japan), IVRS (Hong Kong, China), Loxbit (Thailand), Norstan’(Canada) Promotora
Kranon (Mexico), Siemens AG (Worldwide), Switch (Chile), Tatung (Talwan)/ and Telia Promotor
(Sweden).

}
Subsidiaries of the Company maintain offices in the U.K., Germany, Switzerla‘ndi, the Netherlands, the
United Arab Emirates, and South Africa to support sales throughout Europe, the Midlélle East and Africa. A
company office located in Singapore supports sales in the Pacific Rim. Latin American sales are supported

from the Company’s Dallas headquarters and through a regional office in Brazil. |

l
|
International revenues were 41%, 44% and 48% of total revenues in fiscal 2003, 2002 and 2001,

respectively. See ‘“‘Cautionary Disclosures To Qualify Forward-Looking Staterrglents” under Item 7 —
Management’s Discussion and Analysis of Financial Condition and Results of Openati’ons for a discussion of
risks attendant to the Company’s international operations.

See “Sales” in Item 7 — Management’s Discussion and Analysis of Financial ‘Cdndition and Results of
Operations for additional information on sales by market and geographic area and concentration of revenue.

Strategic Alliances

The Company actively seeks strategic relationships with companies to build
basic areas consisting of

ecosystem. The partner ecosystem is built by establishing relationships in three
software and technology solution partners, system integration partners and niche
relationships will enhance the Company’s technological strength, improve its market
time-to-market, enhance its ability to deliver end-to-end solutions, and broaden its

During the third quarter of fiscal year 2003 Intervoice entered into a new str
with Microsoft. The alliance is multi-faceted, encompassing joint technology in
strategies and joint go-to-market initiatives. The partnership was formed to help

solutions mainstream through the implementation of SALT standards based sol

its developing partner

market partners. These
position, facilitate shorter
market coverage. -

| . .
ategic alliance agreement
itiatives, joint-marketing
make speech recognition
utions incorporated in

Microsoft’s Operating Software. The two companies will collaborate and integrate technology, and Intervoice

7




will buﬂd sore ‘of its voice solutions based .on the combined technology. Intervoice is actively seeking

addltlo“dl relationships with partners for the delivery of solutions based on additional emerging open,
standards base:l solutlons ‘ fig e

The Company also ‘has relatlonshlps with: several speech technology leaders, including Nuance, ScanSoft
and Spe eehWorks These relationships all:>w Interv01ce to integrate speech recognition technologies with core
Intervo-ce technologlest to: 1mplement fuhy 1ntegrated speech solutions. Intervoice maintains an active
relatiorship with;Sun l\/'1crosysten:s or theldehvery of its products targeted to the network operators and has
also estabhshec a‘-elatlcnshlp with!HP for'server technology to support the Omvia Media Server product line.
In addmon dunng fiscal 2003 Inte-voice: also established a relationship with BEA, one of the leading J2EE
appllcauon serverusupphers for the advancement of Voice XML based speech recognition solutions. These
relat1onsh1ps and]lothers allow Intervo1ce to act as a complete systems integrator for the voice solutions

marketplace gt !

The' Companv also has strategn, relatlc-nshlps with major telecommunications equipment suppliers such
as Enccson and Slemens who participate in ]omt sales opportunities around the world.

Backlog ;

The Company s svstems backlog at February 28, 2003, 2002 and 2001, which does not include the
contracied value of future mamtenance and ‘managed services to be recognized by the Company, was
approxnnately $33 S million, $26 rmlhon and '$35 million, respectively. The Company expects all existing
backlog to be' dellvered within ﬁscal 2004. Due to customer demand, some of the Company’s sales are
comple‘red in the ‘same fiscal quarter as ordered. Thus, the Company’s backlog at any particular date may not

be indicative of actual sales for anyl future penod
' ‘”l Hl e qf e

i

Researcn and Development i

RCDearch and development expenses were approximately $23 million, $29 million and $35 million during
fiscal 2003, 2002 and 2001 respectlvely, and included the design of new products and the enhancement of
existing produc:s.

The Company $ research and developmont spending is focused in four key areas. First, software tools are
being develope 10, aid ia the development,. deployment and management of customer applications incorporat-
ing speech recogmtlon dnd text to speech technologies. Next, hardware and software platforms are being
developed which 1nterface with telephony networks and an enterprise’s internal data network. Such platforms
are being developed to operate in traditional ‘enterprise networks as well as newer network environments such
as J2EE and Microsoft’s NET. Third, “Voice browsers” based on open standards such as SALT and
VoiceXML are! bemg developed. Vmce browsers incorporate speech recognition technologies and perform the
task of lormattmg a user’s verbal query mto an inquiry that can be acted upon and/or responded to by an
enterprisei system wl:mally, research and devi elopment activities are focusing on modularization of key hardware
and software elements This is 1ncreas1ngly important in a standards-based, open systems architecture as
modularization w1ll allow for interchange of commodity elements to reduce overall systems cost and for the
Compar yws best: of breed and core technology strengths to be leveraged into new applications and vertical

markets.
|

The, Company expects to mamtam a strong commitment to research and development to remain at the
forefron® of technology development in its markets, which is essential to the continued improvement of the
Company 'S posmon in the industry. ‘

Proprletary nghts

RIRR i i RN [ L
ThexCompany belicves. that its existing’ patent, copyright, license and other proprietary rights in its
products and te;lt ologles are matenal to:the conduct of its business. To protect these proprietary rights, the
Companwrel1e< on a combination of. patent trademark, trade secret, copyright and other proprietary rights
laws, no: 1d1sclo,urer safeguards and" lleense agreernents As of February 28, 2003, the Company owned 62

i
it
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patents and had 27 pending applications for patents in the United States. In addi{‘tioh, the Company has
registered “Intervoice” as a trademark in the United States. Currently, in the United States, the Company has
25 registered trademarks and service marks and three pending applications for such marks. Some of the
Company’s patents and marks are also registered in certain foreign countries. The Company also has four
registered copyrights and one pending application for a copyright in the United States The Company’s
software and other products are generally licensed to customers pursuant to a /nohtransferable license
agreement that restricts the use of the software and other products to the custome}’s internal purposes.
Although the Company’s license agreements prohibit a customer from disclosing ‘rprhprietary information
contained in the Company’s products to any other person, it is technologically possible for competitors of the
Company to copy aspects of the Company’s products in violation of the Company’s nghts Furthermore, even
in cases where patents are granted, the detection and policing of the unauthorlzgd'use of the patented
technology is difficult. Moreover, judicial enforcement of copyrights may be uncertain, particularly in foreign
countries. The occurrence of the unauthorized use of the Company’s proprietaryf information by the
Company’s competitors could have a material adverse effect on the Company’s busintelss,\ operating results and
financial condition. [

The Company provides its customers a qualified indemnity against the 1nfr1ngFment of third party
intellectual property rights. From time to time various owners of patents and copyrlghted works send the
Company or its customers letters alleging that the Company’s products do or might infringe upon the owners’
intellectual property rights, and/or suggesting that the Company or its customers sholeldJl negotiate a license or
cross-license agreement with the owner. The Company’s policy is to never knowingly 1nfrmge upon any third
party’s intellectual property rights. Accordingly, the Company forwards any such alleganon or licensing
request to its outside legal counsel for their review and opinion. The Company generally attempts to resolve
any such matter by informing the owner of its position concerning non- mfrmgement or invalidity, and/or, if
appropriate, negotiating a license or cross-license agreement. Even though the Comhany attempts to resolve
these matters without litigation, it is always possible that the owner of the patent or c‘opyrightcd works will
institute litigation. Owners of patent(s) and/or copyrighted work(s) have prev1ously instituted litigation
against the Company alleging infringement of their intellectual property rights, although no such litigation is
currently pending against the Company. As noted above, the Company currently has ,‘a portfolio of 62 patents,
and it has applied for and will continue to apply for and receive a number of addltlona{l patents to reflect its
technological innovations. The Company believes that its patent portfolio could allow it to assert counter-
claims for infringement against certain owners of intellectual property rights if thos; owners were to sue the
Company for infringement. In certain situations, it might be beneficial for the Company to cross-license
certain of its patents for other patents which are relevant to the call automation 1ndustry See Item 3. — Legal

Proceedings for a discussion of certain patent matters.

The Company believes that software and technology companies, including the C?mpany and others in the
Company’s industry, increasingly may become subject to infringement claims. Such claims may require the
Company to enter into costly license agreements, or result in even more costly 11t1gat10n To the extent the
Company requires a licensing arrangement, the arrangement may not be available at all or, if available, may
be very expensive or even prohibitively expensive. As with any legal proceeding, there is no guarantee that the
Company will prevail in any litigation instituted against the Company asserting mfpngement of intellectual
property rights. To the extent the Company suffers an adverse judgment, it might have to pay substantial
damages, discontinue the use and sale of infringing products, repurchase 1nfrmg1hg products from the

!
Company’s customers pursuant to indemnity obligations, expend significant resources to acquire non-

infringing alternatives, and/or obtain licenses to the intellectual property that has beeh 1hfr1nged upon. As with
licensing arrangements, non-infringing substitute technologies may not be avallable‘ ahd if available, may be
very expensive, or even prohibitively expensive, to implement. Accordingly, for all of the foregoing reasons, a
claim of infringement could ultimately have a material adverse effect on the Comhany s business, financial

condition and results of operations.

(
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Manufacturmg, and Faulmes S ‘t‘

The Comp”} y's manufactunn\g opcranons consist primarily of the final assembly, integration and
extensrve testlngt«md quality control; of tsubassembhes host computer platforms, operating software and the
Compaiy’s ruf tﬂme software. The Compan\/ currently uses third parties to perform printed circuit board
assembly, sheei metal fabrleatron and custo*yrer site service and repair. Although the Company generally uses
standard~parts and components for its products some of its components, including semi-conductors and, in
particular, drgnalt‘slgnal processors! manufactured by Texas Instruments and AT&T Corp., are available only
from a stnall number of vendors. L1k.ew1se the Company licenses speech recognition technology from a small
number of verdors As the Company contmues to migrate to open, standards-based systems, it will become
mcreasrng]y dcpendent on its component: supphers and software vendors. To date, the Company has been able
to obtam adequate supphes of needed components and licenses in a timely manner. If the Company’s
sagmﬁcunt venléors are unable or cease t0 supp.y components or licenses at current levels, the Company may
not be able to; obtam these: items; ;from another source or at historical prices. Consequently, the Company
would te unable to provide products and to service its customers or generate historical operating margins,
which would negatively impact its business and operating results.

! Col } ‘ i
Employzes | \ !

As of May 1 , 2003, the Company had /l9 employees.
| \‘

Merger 1 w1th Bnte Voue Systems, Inc.

BT
On May 3,'1999, the Compan,/, through a wholly-owned subsidiary, commenced an all cash tender offer
(the “Offer”) for the purchase of 75% of the outstanding common stock of Brite Voice Systems, Inc.
(““Brite’ )‘ at & pnce of $13.40 per_ share. The Offer was fully subscribed and expired on June 1, 1999. On
August:12 , 1999 the remaining 25% of Brite'shares were exchanged for the Company’s shares to complete the
merger., T‘he Cs mpany entered into! 2/$125 million term loan and borrowed an additional $10 million under a
related revolvm7 credlt facility to ﬁnance the merger At February 28, 2002 the Company had $30 million of
this 1ndebtedne‘s st111 outstandlng chh amount was refinanced in full during fiscal 2003. See “Liquidity” i
Part 11, Item 7 ——‘ Managen’ent $ Dlscussron and Analysis of Financial Condition and Results of Operatlons

for a dlscussmn of the Lompany $ eurrent crcdlt facilities..
A ] e » i

Avallabmty of C¢ o‘l‘npany Fllmgs w1th the SEC
e IR
The Company s Internet websrte is www.intervoice. com. The Company makes available through its
Internet website its annual report on Ferm 10-K, quarterly reports on Form 10-Q, current reports on
Form 8- K‘ and amondments to those reports filed or furnished pursuant to Section 13(a) or 15(d) of the
Securities" Exchange Act of 1934 as soon as rcasonably practicable after it electronically files such material

with, or furnishes it to, the Securities and Exchange Commission (SEC).

Item 2. Properties

Thev('*:ompany‘owns‘approximarely 225,000 square feet of manufacturing and office facilities in Dallas,
Texas. The Company leases approximately 221,000 square feet of office space as follows:
o Square Feet

Allcn Texas Lo R

85 L e e 130,000
Orlzndo, Florida. ... ... S 34,000
Manchester, United Kingdom & . ... ... .. o 27,000
Carbridge, Umted Kingdom......... P 12,000
Other, domestle and 1nternat10ra1 locatlons .................................... 18,000

Durmg the fourth quarter of ﬁS"dl 2002 the Company announced that it would forego expansion into
existing 'zased space in Allen, Texas, and is attempting to sublease the space for the remaining lease term.
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Item 3. Legal Proceedings

Intellectual Property Matters

From time to time Ronald A. Katz Technology Licensing L.P. (“RAKTL”) has sent letters to certain
customers of the Company suggesting that the customer should negotiate a license ag!reement to cover the
practice of certain patents owned by RAKTL. In the letters, RAKTL has alleged that'certain of its patents
pertain to certain enhanced services offered by network providers, including prepaid card and wireless services
and postpaid card services. RAKTL has further alleged that certain of its patents pertain to certain call
processing applications, including applications for call centers that route calls using a‘ called party’s DNIS
identification number. As a result of the correspondence, an increasing number of th"e Company’s customers
have had discussions, or are in discussions, with RAKTL. Certain products offered by[the Company can be
programmed and configured to provide enhanced services to network providers and call pfocessing applications
for call centers. The Company’s contracts with customers usually include a qualified obligation to indemnify
and defend customers against claims that products as delivered by the Company infriﬁge)a third party’s patent.

None of the Company’s customers have notified the Company that RAKTL has claimed that any
product provided by the Company infringes any claims of any RAKTL patent. Accordmgly, the Company has
not been required to defend any customers against a claim of infringement under; a [RAKTL patent. The
Company has, however, received letters from customers notifying the Company of the jefforts by RAKTL to
license its patent portfolio and reminding the Company of its potential obligations under the indemnification
provisions of the applicable agreements in the event that a claim is asserted. In response to correspondence
from RAKTL, a few customers have attempted to tender to the Company the deferisel of its products under
contractual indemnity provisions. The Company has informed these customers that; whlle it fully intends to
honor any contractual indemnity provisions, it does not believe it currently has any obhgatlon to provide such a
defense because RAKTL does not appear to have made a claim that a Company product infringes a patent.
Some of these customers have disagreed with the Company and believe that the |correspondence from
RAKTL can be construed as claim(s) against the Company’s products. An affiliate of |Verizon Communica-
tions, Inc., Cellco Partnership d/b/a Verizon Wireless, recently settled all claims of patent infringement
asserted against it in the matter of RAKTL v. Verizon Communications, Inc. et 'al| No. 01-CV-5627, in
U.S. District Court, Eastern District of Pennsylvania. Verizon Wireless had previously notified the Company
of the lawsnit and referenced provisions in a contract for prepaid services which reqhired a wholly owned
subsidiary of the Company, Brite Voice Systems Inc., to indemnify Verizon Wireless ;against claims that its
services infringe patents. The clams in the lawsuit made general reference to prepaid services and a variety of
other services offered by Verizon Wireless and its affiliates but did not refer to Brite’s pr‘oducts or services. The
Company had informed Verizon Wireless that it could find no basis for an mdemmty obligation under the
expired contract and, accordingly, the Company did not participate in the defense or! settlement of the matter.

Even though RAKTL has not alleged that a product provided by the Company infringes a RAKTL
patent, it is always possible that RAKTL may do so. In the event that a Company, product becomes the
subject of litigation, a customer could attempt to invoke the Company’s indemnity|obligations under the
applicable agreement. As with most sales contracts with suppliers of computerized equipment, the Company’s
contractual indemnity obligations are generally limited to the products and services provided by the Company,
and generally require the customer to allow the Company to have control over any' litigation and settlement
negotiations with the patent holder. The customers who have received letters fromi RAKTL generally have
multiple suppliers of the types of products that might potentially be subject to claims by RAKTL.

|

Even though no claims have been made that a specific product offered by the Company infringes any
claim under the RAKTL patent portfolio, the Company has received opinions from its|outside patent counsel
that certain products and applications offered by the Company do not infringe certain claims of the RAKTL
patents. The Company has also received opinions from its outside counsel that certain claims under the
RAKTL patent portfolio are invalid or unenforceable. Furthermore, based on the reviews by outside counsel,
the Company is not aware of any valid and enforceable claims under the RAKTL portfolio that are infringed
by the Company’s products. If the Company does become involved in litigation in connection with the
RAKTL patent portfolio, under a contractual 1ndemn1ty or any other legal theory, the Company intends to
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vigorously cortest the claims and to assert appropriate defenses. An increasing number of companies,
including some large, well known companies and some customers of the Company, have already licensed
certain rights under the RAKTL patent portfolio. RAKTL has previously announced license agreements with,
among' others ‘AT&T Corp. Mlcrosoft Corporatlon and International Business Machines Corporation.

In, the matter of Aerotel, Ltd ez al 2 wSprmt Corporation, et al, Cause No. 99-CIV-11091 (SAS),
pending m thewUmted States District Court ‘Southern District of New York, Aerotel, Ltd., has sued Sprint
Corpor..tlon alleging that certain prepald services offered by Sprint are infringing Aerotel’s U.S. Patent
No. 4,706,275 (“275 p.itent”) Accordmg to.Sprint, the suit originally focused on land-line prepaid services
not provided by the Company. As part of an unsuccessful mediation effort, Aerotel also sought compensation

for certain prepa1d wircless services, orovided to Sprint PCS by the Company. As a result of the mediation
effort, Sprint has requeﬂted that the. Fompany prov1de a defense and indemnification to Aerotel’s infringement
claims, to the exteat that they pertain to any: wireless prepaid services offered by the Company. In response to
this request, the Company offered to assist (and has in fact been assisting) Sprint’s counsel in defending
against such claims, to the extent they deal with issues unique to the system and services provided by the
Company. Sprint has asserted, ameng other things, that Intervoice should reimburse Sprint for legal expenses
Sprint incurs in connection with deferiding the wireless services. The trial court, which had temporarily stayed
proceedings, recently recommenced proceedings following certain rulings from the United States Patent and
Trademark Office. The Company has received opinions from its outside patent counsel that the wireless
prepaid services offered by the Company do 210t infringe the “275 patent”. Aerotel has filed expert reports that
assert that wireless services provided by the Company are covered under Claim 23 of the “275 patent”. Sprint
has filed its own expert report rebutting Aerotel’s expert.

. | [ '

Pending Litigaii’on L .,"‘ , e : : - -

David Barne ‘et al.. on \Behalf 0/ Them‘setves and All Others Similarly Situated v. InterVoice-Brite, Inc.,
et al,; No 3 O-NCV1071 D, pending-in the: Urnted States District Court, Northern District of Texas, Dallas
Division: '

0
bt
S

Several related class action lawsuits weee filed in the United States District Court for the Northern
District of Texasi'on behalf of purchasers: of common stock of the Company during the period from
October 12, 1999 through June 6, ‘?‘_000‘ (the “Class Period”). Plaintiffs have filed claims, which were
consolidated into one proceeding, uader §§' 10(b) and 20(a) of the Securities Exchange Act of 1934 and the
Securities' and Exchange Comm1ss1on ‘Rule 10b 5 against the Company as well as certain named current and
former officers and directors of the Company on behalf of the alleged class members. In the complaint,
Plaintiffs claim that the Company aad the named current and former officers and directors issued false and
misleading statemeats during the Class Period concerning the financial condition of the Company, the results
of the Company s, merger with Brite and the alleged future business projections of the Company. Plaintiffs
have ass=rted that these alleged statements resulted in artificially inflated stock prices.

The Company, beheves Lhat it and its oﬁicers complied with their obligations under the securities laws,
and intends to dzfend the lawsuit vigorously. The Company responded to this complaint by filing a motion to
dismiss the complatnt in the consolidated proeeedmg The Company asserted that the complaint lacked the
degree of spec1hctty anc factual support to meet the pleading standards applicable to federal securities
litigation.i:On thls*\vbasm‘ wthe Compitiy requested that the United States District Court for the Northern
District oi Texas ‘dlsmm the complaint in its entirety. Plaintiffs responded to the Company’s request for
dismissa:. On August 8, 2002; the Ccurt entered an order granting the Company’s motion to-dismiss the class
action lawsuit. In the order dismissing 'the lawsuit, the Court granted plaintiffs an opportunity to reinstate the
lawsuit by filing an. amended complaint. Plamt ffs filed an amended complaint on September 23, 2002. The
Company. has filed a motion to dismiss the amended complaint, and plaintiffs have filed a response in
opposition to the Company’s motion to dismiss. The Court has ordered the parties to attend a mediation with a
neutral third-pariy mediator during Jiine 2003. All discovery and other proceedings not related to the dismissal
have beea stayed pending resolution of the Company’s request to dismiss the amended complaint.
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Telemac Arbitration ]

On March 28, 2003 the Company announced a settlement of an arbitration proceeding in the Los
Angeles, California, office of JAMS initiated by Telemac Corporation (“Telemac”) Jagainst the Company,
InterVoice Brite Ltd. and Brite Voice Systems, Inc., JAMS Case No. 1220026278.| Telemac’s allegations
arose out of the negotiation of an Amended and Restated Prepaid Phone Processing Agreement between
Telemac and Brite Voice Systems Group, Ltd., and certain amendments thereto, ;under which Telemac
licensed prepaid wireless software for use in the United Kingdom under agreement with O2, formerly
BT Cellnet, a provider of wireless telephony in the United Kingdom. The terms of thé settlement included a
cash payment to Telemac, which was not significant to the Company’s consohdatcd ﬁnanc:lal condition.

Item 4. Submission of Matters to a Vote of Security Holders !

Not applicable.

PART II !
Item 5. Market for Registrant’s Common Equity and Related Stockholder Matteirs

Common Stock

The Company’s outstanding shares of common stock are quoted on the Nasdaq National Market under
the symbol INTV. The Company has not paid any cash dividends since its 1ncorporat10n The definitive loan
documentation evidencing the Company’s debt facilities contains a contractual limitation on the Company
which restricts its ability to pay a dividend in cash or property, although the Conipa%ny is permitted to pay

stock dividends. The Company does not anticipate paying cash dividends in the foreseeable future.
l

High and low share prices as reported on the Nasdaq National Market are shown below for the
Company’s fiscal quarters during fiscal 2003 and 2002. :
Fiscal 2003 Quarter l High Low
L8E e el $ 640§ 3.06
2NA. sl 8309 8098
3rd oo e 82300 $ 1230
Ah L e 1 8309 8166
|
Fiscal 2002 Quarter ‘ ‘ High Low
LSt et e | 81249 $ 725
INA. .| 81345 31036
3rd | 81567 8985
3 L] $17.99  § 498
On May 13, 2003, there were 814 shareholders of record and approx1mately 11,300 beneficial share-

holders of the Company. The closing price of the Common Stock on that date was $2 58.

Information regarding securities authorized for issuance under the Company’s equlty compensation plans
is incorporated by reference to Item 12 of this Form 10-K, which in turn 1ncorporates by reference a section of
the Company’s definitive proxy statement.
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Item 6. \Selec et‘i F mancml Data

The“follo"vv‘n"é selected consohdated ﬁnanc1al data should be read in conjunction w1th the Company’s
consolidated fmanc1al statements and relatec notes included elsewhere herein and in conjunction with
“Managements Dlscussmn and Aralysm of Financial Condition and Results of Operations” set forth in

|
Item 7. \ i
? ) ; ‘ Fiscal Year Ended February 28 or 29
. ‘ o _ 2003* 2002%%  2001***  2000**** 1999

(In millions, except per share data)

Sales.‘..“[....‘..i,.u.v....-.,...v ..... itk 815620 $211.6 $2747  $286.2  $136.9

Income (‘Loss) from Operations (44.1)  (51.6) 0.4 0.3 29.1
Income (Loss) Before the Cumulative Eﬁ'ect of a

Change in Accountmo Pr1nc1p1e ..... ‘% e (50.6) (44.7) 9.5 (14.8) 20.2
Net Incorne (~ oss) R (66.4)  (44.7) (2.3) (14.8) 20.2
Total Assets . . Sl e 101.0. 175.4 256.8 303.0 111.5
Current ]30rt10n o‘f Long Term Dedt ................. 33 60 18.5 25.0 —
Long Term Debt ‘ ‘Net of Current Portlon e 15.8 24.0 311 75.0 5.0
Per D11uted Common Qhare ST

Incornc (L0ss)‘Before the Cumula‘ltlve Effect of a

Change in Accountlng Pr1nc1ple‘. e (1.49) (1.34) 0.28 (0.49) 0.68
Net Income (Loss) B S, ST (1.95) (1.34) (0.07) (0.49) 0.68

Shares Used i in ;P!e,r Dlluted::Common Shere Calculation 34.0 334 343 30.5 29.8

* The fiscal 2003 loss from operaﬂons was-impacted by special charges of $34.3 million related to staffing
redirctions, fac111t1cs closures, the \xnte down of excess inventories, costs associated with loss contracts,
loss: on early extmgulshment of debt, end impairment of certain intangible assets. (See “Special
Charges™ a'xd “Amomzatlon and Impalrment of Goodwill and Acquired Intangible Assets” under
Iteth 7.)1 The fiscal 2003 net Toss! wiis also increased as a result of a $15.8 million charge for the
C\_n‘mla‘n‘ge effect of a change in, accounting principle associated with the Company’s adoption of
Stitemen: of Financia' Accou‘mng ‘Standards No. 142 “Accountlng for Goodwill and Other Intangible
Assets”. F1scal 2003 results; beneﬁt d from a change in the U.S. federal tax law that allowed the

Cnmpan}‘}tc‘-’]recogmze net tax beneﬁts of approximately $3.0 million.

** The fiscal 2002 loss from operatlons was impacted by special charges of $33.4 million related to the
streamhnlng‘“ f product lines, the write down of excess inventories and non- productive assets, the closure
of certain facilities. and staffing reductions (see “Special Charges” under Item 7). The classification of
debt outstanding at February 28, 2002 was based on refinancing transactions completed subsequent to
Feoruary 28.1'2002. ‘

ot il - \[ "l '[" [LAE
Ak T}ew ﬁscal‘ ;29‘01 loss from operations was impacted by spemal charges of $8.2 million related to changes
in the Company’s organizational structure and product offerings (see “Special Charges” under Item 7).
Tncome before the cumulatwe effect of a change in accounting principle was impacted by these special
charges of $8 .2 million ($5.4' ‘million net of taxes) and by a $21.4 million ($13.8 million net of taxes)
gainl on the, sale of: SpeechWorks International, Inc. common stock (see “Other Income (Expense)
nder Item"?) Sa]es income_ from operations, income before the cumulative effect of a change in
accountlng pr1n01ple and net 10s< also were affected by a change in the Company’s method of accountlng
for revenue recognition. (See Sales and “Income (Loss) From Operations and Net Income (Loss)”
urider Item 7) P ‘ o
sk Flsc\al 2050 1ncome from operatlons and net loss were impacted by special charges of $15.0 million
relat‘lng tor the establlshment \of a comprehenswe cross-license agreement with an affiliate of Lucent
Technolones Inc.; provisions: for .inveniories and certain intangible assets made obsolete by the
Company’s merger with Brite: severance payments to employees of the Company made redundant as a
resalt of the' ‘merger with Brite] and charfzes to bad debts relating to the impairment of certain foreign
accounts recelvables and the cancellatlon of certain customer trade-in obligations. The Company also
wrute off n3D 1 m1111on of the acqulsltlon cost for Brite as in-process research and development.
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Item 7. Management’s Discussion and Analysis of Financial Condition and Results oj”" Operations
Cautionary Disclosures to Qualify Forward-Looking Statements ! [I

This report on Form 10-K includes “forward-looking statements™ within the meanukg of Section 27A of
the Securities Act of 1933, as amended, and Section 21E of the Securities Exchange Act of 1934, as amended.
All statements other than statements of historical facts included in this Form 10-K, including, without
limitation, statements contained in this “Managemcnt s Discussion and Analysis of Fmémcml Condition and
Results of Operations” and “Notes to Consolidated Financial Statements™ located elsewpere herein regarding
the Company’s financial position, business strategy, plans and objectives of management of the Company for
future operations, and industry conditions, are forward-looking statements. Although the Company believes
that the expectations reflected in such forward-looking statements are reasonable, it can g‘lve no assurance that
such expectations will prove to be correct. In addition to important factors described els;where in this report,
the Company cautions current and potential investors that the following important risk factors, among others,
sometimes have affected, and in the future could affect, the Company’s actual results and could cause such
results during fiscal 2004, and beyond, to differ materially from those expressed in|any forward-looking

statements made by or on behalf of the Company: |

o The Company has experienced recent operating losses and may not operate brbﬁtably in the future.
The Company incurred net losses of approximately $66.4 million, $44.7 million and $2.3 million in
fiscal 2003, 2002 and 2001, respectively. The Company may continue to 1ncutr losses, which could
hinder the Company’s ability to operate its current business. The Company may not be able to generate
sufficient revenues from its operations to achieve or sustain profitability in the future.

« The Company is obligated to make periodic payments of principal and intjerelst under its financing
agreements. The Company has material indebtedness outstanding under a mor(tgage loan secured by
the Company’s office facilities in Dallas, Texas and under a senior secured term loan facility. The
Company is required to make periodic payments of interest under each of these financing agreements
and, in the case of the term loan, periodic payments of principal. The Company may, from time to
time, have additional indebtedness outstanding under its revolving credit facility. If the Company at
any time defaults on any of its payment obligations or other obligations under any financing agreement,
the creditors under the applicable agreement will have all rights available under the agreement,
including acceleration, termination and enforcement of security interests. Thelﬁnancing agreements
also have certain qualified cross-default provisions, particularly for acceleration }of indebtedness under
any one of the financing agreements. Under such circumstances, the Company s cash position and
liquidity would be severely impacted, and it is possible the Company would not be able to pay its debts

as they come due.

+ The Company'’s financing agreements include significant financial and operating covenants and default
provisions. In addition to the payment obligations, the Company’s senior s%cured term loan and
revolving credit facility and its mortgage loan facility contain significant ﬁnanc1a1 covenants, operating
covenants and default provisions. If the Company does not comply with any of these covenants and
default provisions, the Company’s secured lenders can accelerate all 1ndebtcdness outstanding under
the facilities and foreclose on substantlally all of the Company’s assets. In Srder for the Company to
comply with the escalating minimum EBITDA requirements in its senior secured credit facility, the
Company will have to continue to increase revenues and/or lower expcnsesj in( future guarters.

» General business activity has declined. The Company’s sales are largely dependent on the strength of
the domestic and international economies and, in particular, on demand fpr telecommunications
equipment, computers, software and other technology products. The market for telecommunications
equipment has declined sharply over the last three years, and the markets for c“omputcrs, software and
other technology products also have declined. In addition, there is concern that %iemand for the types of

products offered by the Company will remain soft for some period of time as a result of domestic and

global economic and political conditions. j
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. The C'on‘zpany is prone to quarterly sales fluctuations. Some of the Company’s transactions are
completed in the same fiscal:quarter as ordered. The quantity and size of large sales (sales valued at
‘ approx1mately $2.0 million or more):during any quarter can cause wide variations in the Company’s
quarterly'sales and earnmgs, as.such sales are unevenly distributed throughout the fiscal year. The
Company 5 accuracy in estlmatmg future sales is largely dependent on its ability to successfully qualify,
estimate and close system sales from 1ts ‘pipeline” of sales opportunities during a quarter. No matter
how promlsmg a pipeline opportunity may appear, there is no assurance it will ever result in a sale.
‘Achordnng y, the Company’s actual sales for any fiscal reporting period may be significantly different
from any, iestimate of salesfor such’ period. Sec the discussion entitled “Sales” in this Item 7 for a

\d}scusm onwof the Company 3 system for estimating sales and trends in its business.
(Al I i ny

* The Company s subject to potemzal and pending lawsuits and other claims. The Company is subject

to certdm‘ ‘potentlal and pendmg lawsults and other claims discussed in Item 3 “Legal Proceedings”.

The Company believes that each of the pending lawsuits to which it is subject is without merit and
1ntends to defena each matter vigorously. The Company may not prevail in any or all of the litigation or
xother matpers An adverse judgment in any of these matters, as well as the Company’s expenses relating

to its defe nse of | a given matter could nave consequences materially adverse to the Company.

The Company faces intense ﬂompetlnor based on product capabilities and experiences ever increasing
f’emandv jram its actual and prospective customers for its products to be compatible with a variety of
fapldly pro’lferatmg ﬂompuzmg, telephony and computer networking technologies and standards. The
ultimate suecess of the Company § products is dependent, to a large degree, on the Company allocating
1ts resources to developmg and i improving products compatible with those technologies, standards and
tunctlonahtles that ultimately become widely accepted by the Company’s actual and prospective
customers. | The Company s success 1‘s also dependent, to a large degree, on the Company’s ability to
1mplement' arrangemsnts with otbier verdors with complementary product offerings to provide actual
and prospe‘-[ ctive' customers “"rreat.,r funct1ona11ty and to ensure that the Company’s products are
compatlble\wuh the increased variety of technologies and standards. The principal competitors for the
Lompany 5| systems include Avaya, IBM, Nortel, Aspect Communications, Security First, Comverse
Technology Lucent Technologies and UNISYS. Many of the Company’s competitors have greater
fmanmal‘ technologlcal and marketmg resources than the Company has. Although the Company has
commit: f‘d“SUbStdntldl TESoUrces to =nhance its cx1st1ng products and to develop and market new

o2 oducts mmay not be suceessful

. The Company may not be able 10 retam its customer base and, in particular, its more significant

customers,'such as 02. The Company’s success depends substantially on retaining its significant
customers.” The loss of one of the Company’s significant customers could negatively impact the
Company’s; results of operations. The Company’s installed base of customers generally is not
contractually obligated to place further systems orders with the Company or to extend their services
contracts, with the Company ‘at ther expiration of their current contracts. Sales to O2, formerly
BT‘ Celhet “which purchases both, systems and managed services from the Company, accounted for
approxmlat'”ly 11%, 15% and'19% of the Company’s total sales during fiscal 2003, 2002 and 2001,
respectlyely Under the terms of its recently extended managed services contract with O2 and at
current \mange rates the Company will recognize revenues of approximately $0.9 million per month
through Julyl 2003, and $0.7 million per month from August 2003 through the end of the contract in
July 2005. 'The amounts received. under the agreement may vary based on future changes in the

exchange rate between the dollar and the British pound.

» The Compary may not be successful ir. transitioning its products and services to an open, standards-

based busiress model. The, Company has historically provided complete, bundled hardware and
software systzms using internally developed components to address its customers’ total business needs.
Inc*casmgl), the markets for lhe Company’s products are requiring a shift to the development of
products and servlces based on an open, standards-based architecture such as the J2EE and
MlCIOSOfI. s® NET environments utilizing VoiceXML and/or SALT standards. Such an open,

N

standards-based approach allows customers to independently purchase and combine hardware compo-
cp vy H L 1 HE

N T




|
nents, standardized software modules, and customization, installation and mtegratron services from
individual vendors deemed to offer the best value in the particular class of produpt or service. In such
an environment, the Company believes it may sell less hardware and fewer bund ed systems and may
become increasingly dependent on its development and sale of software appllcatron packages,
customized software and consulting and integration services. This shift will place new challenges on the
Company’s management to transition its products and to hire and retain the mix of personnel necessary
to respond to this business environment, to adapt to the changing expense; structure that the new
environment may tend to foster, and to increase sales of services, customized software and application
packages to offset reduced sales of hardware and bundled systems. If the Company is unsuccessful in
resolving one or more of these challenges, the Company’s revenues and proﬁtabrhty could decline.

The Company will incur substantial expenses to transition its products and services to an open,
standards-based business model. The Company anticipates that it will incur!substantial research and
development expenses and other expenses to adapt its organization and product and service offerings to
an open, standards-based business model. If the Company is unable to accurately estimate the future
expenses associated with these strategic initiatives, or if the Company must divert its resources to fund
other strategic or operational obligations, the Company’s ability to fund the strategrc initiatives and to

operate profitably will be adversely affected. ,

The Company’s reliance on significant vendor relationships could result in significant expense or an
inability to serve its customers if it loses these relationships. Although the Co‘mpany generally uses
standard parts and components for its products, some of its components, including semi-conductors
and, in particular, digital signal processors manufactured by Texas Instruments and AT&T Corp., are
available only from a small number of vendors. Likewise, the Company licenses speech recognition
technology from a small number of vendors. As the Company continues to migrate to open, standards-
based systems, it will become increasingly dependent on its component suppliérs/and software vendors.
To date, the Company has been able to obtain adequate supplies of needed components and licenses in
a timely manner. If the Company’s significant vendors are unable or cease to supply components or
licenses at current levels, the Company may not be able to obtain these items from another source or at
historical prices. Consequently, the Company would be unable to provide products and to service its
customers or to generate historical operating margins, which would negatlvely impact its business and
operating results. }

If third parties assert claims that the Company’s products or services infringe or’r their technology and
related intellectual property rights, whether the claims are made directly agqinsz the Company or
against the Company’s customers, the Company could incur substantial costs to defend these claims.
If any of these claims is ultimately successful, a third party could require |the Company to pay
substantial damages, discontinue the use and sale of infringing products, expend significant resources to
acquire non-infringing alternatives, and/or obtain licenses to use the infringed intellectual property
rights. Moreover, where the claims are asserted with respect to the Company’s’ customers, additional
expenses may be involved in indemnifying the customer and/or designing and providing non-infringing
products. See Item 3 “Legal Proceedings” for a discussion of certain pending and potential claims of
infringement. b

The Company is exposed to risks related to its international operations that coul}d increase its costs and
hurt its business. The Company’s products are currently sold in more ! th’an 75 countries. The
Company’s international sales, as a percentage of total Company sales, were 41% 44% and 48% in

fiscal 2003, 2002 and 2001, respectively. International sales are subject to certain risks, including:

|
» fluctuations in currency exchange rates;
i

« the difficulty and expense of maintaining foreign offices and distribution channels;

!

« tariffs and other barriers to trade;

» greater difficulty in protecting and enforcing intellectual property rights‘};
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Lle gen=ral econom1c and ,polrtlcal condmons in each country;
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: b i
* loss’ of reveaue, properw and equrpment from expropriation;

i importiand export licensing requirementS' and

‘ “;- addluo[nal expenses and nsks 1nherent in conducting operations in geographically distant locations,
. 1ncludmg risks arising from customers speaking different languages and having different cultural

approaches to the conduct of 3usmess

o 7 he Co,rzpany s inability to properly estimate costs under fixed price contracts could negatively impact

it proﬁmbzlzty Some of the Corapany’s contracts to develop application software and customized
gystems pr3V1de for the customer to pay a fixed price for its products and services regardless of whether
the Companys costs to perform under the contract exceed the amount of the fixed price. If the
Lompany is unable to estimate aCcurately the amount of future costs under these fixed price contracts,
oriif unforeseen additional costs must, be incurred to perform under these contracts, the Company’s
ability to operate profitably. under these contracts may be adversely affected. The Company has
realized significant losses under certam customer contracts in the past and may experience similar
gmﬁcant losses in the futurc
L \l
’lle Companys mabzlny 0| meet contracted performance targets could subject it to significant
renaltles[ Many of the Company $ con racts particularly for managed services, foreign contracts and
contracts with telecommunu.atlon compames include provisions for the assessment of liquidated
camagea‘ ffor delayed pro;ect complet1on and/or for the Company’s failure to achieve certain minimum
scr‘wce levels. The Company has'had to pay liquidated damages in the past and may have to pay
add1t1oncl l]qu1dated damages in th° future. Any such future liquidated damages could be significant.
y . o

Increasirg conso:zdation in the telecommunications and financial industries could affect the Company’s
revenues and prefitability. The ma_]onty of the Company’s significant customers are in the telecom-
riunications and financial mdustnes which are undergoing increasing consolidation as a result of
merger and acquisition act1v1ty This activity involving the Company’s significant customers could
decrease tle number of custcmers purcl‘\asmg the Company’s products and/or delay purchases of the
Co:mpan"{f products by customers that are in the process of reviewing their strategic alternatives in
hght of & pendmo merger or. at qu1s1t10n 'If the Company has fewer customers or its customers delay
it 1rchasea of the” Corapany’s ‘lp‘roducts‘ as a result of merger and acquisition actwrty, the Company’s
rryenues and prcntablhty could declne

,cny fazlure”by zhe Cempany:to satzsfv vzts registration, listing and other obligations with respect to the
commor: stq,ck underiying certain. wazrants could result in adverse consequences. Subject to certain
e: ceptrons,“r[he Company is requ1red”to ma1nta1n the effectiveness of the registration_statement that
bec me. eﬂ'e.,tlve Tune 27, 2002 coven‘ng ‘the common stock underlying certain warrants-to-purchase up
to 621 3 lfl‘shares of the Company s'corimon stock at a price of $4.0238 per share until the earlier of
the date the underlying common stock may be resold pursuant to Rule 144(k) under the Securities Act
of 1933 ¢r ihe date on which the sale of all the underlying common stock is completed. The Company
is subjcct ‘[0 various, penalties for failure to meet its registration obligations and the related stock
exchang‘= listmg for the underlymg comnmon stock, including cash penalties. The warrants are also

subject to anti- d11ut1on adjustments

The occurrence of force majeure evenis could impact the Company’s results from operations. The
occurrence of one or more of the following events could potentially cause the Company to incur
significant lésses: acts of God, war, riot, embargoes, acts of civil or military authorities, acts of terrorism
or sabotage, shortage of supplyv or delay in delivery by Intervoice’s vendors, the spread of SARS or.
other diseases, fire, flood, explosion, earthquake, accident, strikes, radiation, inability to secure
transportation, fai'ure of communications, failure of utilities or similar events.

ol o Pl . Y
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Results of Operations

| (

|
The following table presents certain items as a percentage of sales for the Cor}np{any s last three fiscal
years. i

Year EL}ded February 28

2003* f‘ 2002** 2001***
Sales ... ... B U 100.0% | 100.0% 100.0%
Costof Goods Sold . ... i 56.3 | 59.3 50.9
[
Gross Margin ... ooo it 43.7| '( 40.7 49.1
Research and Development Expenses ..............coooiviiio.. 14.5] 13.8 12.6
Selling, General and Administrative Expenses . .................... 42.2{ 394 314
Amortization of Goodwill and Acquisition Related Intangible Assets . . 4.5 6.3 5.0
Impairment of Goodwill and Acquisition Related Intangible Assets ...  10.7 [ 5.5 —
Operating Income (LOSS) .. ..ottt (28.2:) [ (24.3) 0.1
Other Income (Expense), Net. . ... ...ooviiriieinaneana. .. (4.6) { (1.7) 5.2
Income (Loss) Before Income Taxes and the Cumulative Effect of a ; |
Change in Accounting Principle ............................... (32.3) | (26.0) 5.3
Income Taxes (Benefit) ......... ... ..o .. (0.5) | (49 1.9
Income (Loss) Before the Cumulative Effect of a Change in J (
Accounting Principle . ...... ... . (32.3) E (21.1) 3.4

* The fiscal 2003 loss from operations was impacted by special charges of $34.3 Imillion (22.0% of sales)
related to staffing reducnons facilities closures, the write down of excess 1nventorles costs associated
with loss contracts, loss on early extinguishment of debt, and impairment of certam intangible assets.
(See “Special Charges” and “Amortization and Impairment of Goodwill and Acquired Intangible
Assets” under Item 7.) Fiscal 2003 results benefited from a change in the U. S federal tax law that
allowed it to recognize net tax benefits of approximately $3.0 million (1.9% of sales)

** The fiscal 2002 loss from operations was impacted by special charges of $33. 4‘m11hon (15.8% of sales)

related to the streamlining of product lines, the write down of excess inventories and non-productive
assets, the closure of certain facilities, and staffing reductions (see “Special Charges under Item 7).

*** The fiscal 2001 loss from operations was impacted by special charges of $82 million (3.0% of sales)
related to changes in the Company’s organizational structure and product! offerings (see “Special
Charges” under Item 7). Income before the cumulative effect of a change in ‘accountmg principle was
impacted by these special charges of $8.2 million ($5.4 million or 2.0% of sales, net of taxes) and by a
gain on the sale of SpeechWorks International, Inc. common stock of $21.4 mllhon ($13.8 million or
5.0% of sales, net of taxes). See “Other Income (Expense)” under Item 7. ( |

4

Critical Accounting Policies ¢ !

|
In preparing its consolidated financial statements in conformity with accounting principles generally
accepted in the United States, the Company uses statistical analyses, estimates and pI‘O_]CCUOIlS that affect the
reported amounts and related disclosures and that may vary from actual results. The Company considers the
following accounting policies to be both those most important to the portrayal of 1‘ts financial condition and
those that require the most subjective judgment. If actual results differ 51gn1ﬁcantly from management’s

estimates and projections, there could be a material effect on the company’s ﬁnanc1al statements.

i

Revenue Recognition |
The Company recognizes revenue from the sale of hardware and software systems, from the delivery of

maintenance and other customer services associated with installed systems and .“fro[m the provision of its
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enhanced telewmmumcanons se”wces and IVR applications on an ASP (managed service) basis. The
Compcngf s pohc1es for revenue reeoamtton follow the guidance in Statement of Position No. 97-2 “Software
Revenue Recovmtlon " as amended (SOP 67-2), and SEC Staff Accounting Bulletin No. 101 (SAB 101).
The Companv adopted SAB 101 effectlve \1arch I, 2000 See Item 8, Note D — Change in Accountmg
results. lf eontraets include- multlple elements each element of the arrangement is separately identified and
accounted for based on the relative fair valiie of such element. Revenue is not recognized on any element of

the arra ’n‘geme‘nt‘ltf uncelivered elerpents are essentlal to the functionality of the delivered elements.
Sale of Hardware and Software Systems: Many of the Company’s sales are of customized software or
custom: zed hardware/ software systems. Such systems incorporate newly designed software and/or standard

building blocks o‘f‘hardware and software which have been significantly modified, configured and assembled to

match unique . eustomer requlreme‘ats dehredtat the beginning of each project. Sales of these customized

systems; are aeeo‘onted forusing contract accountmg principles under either the percentage of completlon
(POC) or comp eted contract methodology as further described below. In other instances, particularly in
situations whers the Cempany sell§ to dlstnbutors or where the Company is supplying only additional product
capacity (i.e., srmllar hardware and softvx are, sVstems to what is already in place) for an existing customer, the
Company may,. s ll systems that do: not, re ‘utre significant customization. In those situations, revenue is
recognized when there is persuasive ev1dence that an arrangement exists, delivery has occurred, the fee is fixed
or determinable, . znd collectlblhty tS probable Typically, this is at shipment when there is no installation
obhgatton or at\the completlon of mmor p t shlpment installation obligations.

Ge'terally, rt}\\ﬁ Company uses’ POC accountmg for its more complex custom systems. In determining
whether d partlcu\l\ar sal¢ qualifies for, POC treatment, the Company considers multiple factors including the
value of the eontract the anticipated duratton of the contract performance period, and the degree of
customization inherent i in the pro;ect \Pro;ects normally must have an aggregate value of more than $500,000
to qualify for POC treatment. For a project accounted for under the POC method, the Company recognizes
revenue &s work progresses over the lifeicf the project based on a comparison of actual labor inputs (labor
hours worked)! to tcurrerxt estimates:; ofwtotdl Iabor inputs required to complete the project. Project estimates are
reviewed and Lpdated on a quarterl Y basrs '

The termsiof| ‘most POC prOJects“requtre ‘cistomers to make interim progress payments during the course
of the praject h&sed on the Company's complétion of contractually defined milestones. Such payments and a
written, eustomer acknowledgement at the completion of the project, usually following a final customer test
phase, document ‘the customer’s - acceptance 'of the project. In some circumstances, the passage of a
contractually defihed time period or the custorrer s use of the system in a live operating environment may also
constltutet final acceptanee of a pro;ect tf iy

The Compan) uses completec contract accountmg for smaller custom projects not meeting the POC
thresholds described above. The Company alsc uses completed contract accounting in situations where the
technical requirements’ of a project arc so complex or are so dependent on the development of new
technologies or the unique application of existing technologies that the Company’s ability to make reasonable
estimates jis indoubt or where a sale is subject to unusual “inherent hazards” that make the Company’s
estimates doubtful” Such hazards are unrelated to, or only incidentally related to, the Company’s typical
act1v1t1e= d]’ld 1ne]ude s1tuat10ns where the enforeeablhty of a contract is suspect, completion-of the contract is
subject ol pencing! lltlgd ion, or where the systems produced are subject to condemnation or expropriation
risks. These latter situations are extremel} rare. For all completed contract sales, the Company recognizes
revenue upon custémer dcceptance as evidenced by a written customer acknowledgement, the passage of a
contractually defined time period or the e‘ust'om‘er’s use of the system in a live operating environment.

The (,ompcnv generates a slgmﬁcant percentage of its sales, particularly sales of enhanced telecommuni-
cations services systems outslde the United States. Customers in certain countries are subject to significant
economic and pohtrcal challenges that affect their cash flow, and many customers outside the United States
are generally accustomed‘to vendor financing in the form of extended payment terms. To remain competitive

in markets outside the United States, the Company may offer selected customers such payment terms. In all
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cases, however, the Company only recognizes revenue at such time as its system or service fee is fixed or

determinable, coliectibility is probable and all other criteria for revenue rccognition have been met. In some
limited cases, this policy may result in the Company recognizing revenue on a “cash basis”, limiting revenue
recognition on certain sales of systems and/or services to the actual cash received to date from the customer,
provided that all other revenue recognition criteria have been satisfied. ! {[

Sale of Maintenance and Other Customer Services: The Company recognizes revenue from mainte-
nance and other customer services when the services are performed or ratably over the related contract period.
All significant costs and expenses associated with maintenance contracts are expensed as incurred. This
approximates a ratable recognition of expenses over the contract period.

Sale of Managed Services: The Company can provide enhanced communications solutions to customers
on an outsourced basis through its ASP (managed service) business. While specific afrangements can vary,
the Company generally builds a customized computer system to address a specific customer’s business need
and then owns, monitors, and maintains that system, ensuring that it processes fthq: customer’s business
transactions in accordance with defined specifications. For its services, the Company ‘geherally receives a one-
time setup fee paid at the beginning of the contract and a service fee paid monthly over the life of the contract.
Most contracts range from 12 to 36 months in length. ! J

The Company combines the setup fee and the total service fee to be recelved from the customer and
recognizes revenue ratably over the term of the ASP contract. The Company cap1tal1zes the cost of the
computer system(s) used to provide the service and depreciates such systems over the contract life (for assets
unique to the individual contract) or the life of the equipment (for assets common to the general managed
service operations). All labor and other period costs required to provide the service ?rc expensed as incurred.

Loss Contracts: The Company updates its estimates of the costs necessary to complete all customer
contracts in process on a quarterly basis. Whenever current estimates indicate that the Company will incur a
loss on the completion of a contract, the Company immediately records a provision for such loss as part of the
current period cost of goods sold. |

J
Inventories j r

Inventories are valued at the lower of cost or market. Inventories are recorded Jalt standard cost which
approximates actual cost determined on a first-in, first~out basis. The Company ﬁeriodically reviews its
inventories for unsaleable or obsolete items and for items held in excess quantmcs based on current and
projected usage. Adjustments are made where necessary to reduce the carrying Value of individual items to
reflect the lower of cost or market, and any such adjustments create a new carrymg value for the affected
items.

i

1
;|
Intangible Assets and Goodwill ! |

Intangible Assets: Intangible assets are comprised of separately identifiable intapgible assets arising out
of the Company’s fiscal 2000 acquisition of Brite Voice Systems, Inc., and cert‘aiq capitalized purchased
software. Intangible assets are being amortized using the straight-line method over( each asset’s estimated
useful life. Such lives range from five to twelve years. In accordance with the provisions of Statement of
Financial Accounting Standards No. 144, Accounting for the Impairment or Dzspos&l of Long-Lived Assets
(SFAS No. 144), which the Company adopted on March 1, 2002, and Statement of Financial Accountmg
Standards No. 121, which was effective for the Company’s fiscal years 2002 and 200} the Company reviews
its intangible assets for possible impairment when events and circumstances indicate ‘that the assets might be
impaired and the undiscounted projected cash flows associated with such assets are less than the carrying
amounts of the assets. In those situations, the Company recognizes an impairment loss on the intangible asset
equal to the excess of the carrying amount of the asset over the asset’s fair value, generally determined based

upon discounted estimates of future cash flows. i

The cost of internally developed software products and substantial enhancefnqnts to existing software
products for sale are expensed until technological feasibility is established, at whlch tlme any additional costs
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Technoioglcal‘ |easrb111tv of a comp Tt‘ter softwre product is established when the Company has completed all
planning| desrgmrt codmg and te mg actmtles that are necessary to establish that the product can be
produced to meet“rts desrgn specrncatrons mcludmg functions, features, and technical performance require-
ments. No costs hive been caprtalr7ed toida*e for internally developed software products and enhancements as
the Ccmipany’s vprrent‘ process for devcloprng software is essentially completed concurrently with the
establishment of technologlcal fCaSlblllty The Company capitalizes purchased software upon acquisition when
such sortware is rechnologrcally feasible'or if it has an alternative future use, such as use of the software in
different prochts‘jor resale of the purchased software

Geoawill: - The Company s goodwrll' also results from its fiscal 2000 purchase of Brite Voice Systems,
Inc. Under the’ pI'OVlSlOI‘lS of SFAS No 141 Bu‘szness Combinations, and SFAS No. 142, Goodwill and Other
Intangwle Assers whrch the Company adopted on March 1, 2002, goodwill is presumed to have an indefinite
life and i lo not. <ub3ect ta anaual amortrzatrcn .Goodwill is subjected, however, to tests for 1mpa1rment on at
least anannual \basrs and ‘more ‘feequently i triggering events are identified on an interim basis. The
1mpa1rrnent rewew follcws the two—step approach defined in SFAS No. 142. The first step compares the fair
value of the Company, w1th its carrying amount, including goodwill. If the fair value exceeds the carrying
amount, goodwﬂl is considered not impaired. [f the carrying amount exceeds fair value, the Company must
compare he 1mphed fair value of gcodwill with the carrying amount of that goodwill. If the carrying amount
of goodwill exceeds the 1mp11ed fair value of that goodwill, an impairment loss is recognized in an amount
equal to the lesser of that excess or the carrymg amount of goodwill.

_ it ‘

Inconie. Taxes i ;
HERE T

Defezred i income taxes are recogmzed usmg the liability method and reflect the tax impact of temporary
differences betweer the amounts of assets and liabilities for financial reporting purposes and such amounts as
measured by tax. laws and regulations. The Company provides a valuation allowance for deferred tax assets in

circumstances where it does not cormder reahzanon of such assets to be more likely than not.

1
'
'

Sales

The C ompa‘ v 1s a leader in provrdrng converged voice and data solutions for the network and enterprise

markets. The Company operates as a single; /integrated business unit focusing on these two major markets.
The Conpanyc saies to.the networ< market focus on products and services that are designed to create
opportunities for nctwork carriers and servn,e providers to increase revenue through value-added services
and/or reduce costs through autorratron Sales to the enterprise market focus on’ providing automated
customer servrce and corcmunications systems ‘that reduce costs and i improve customer service levels through
enabling accuraiz and efficient comimunication dnd transactions between an enterprise, its customers and its
business partners. Tn both markets, the Company provides a suite of professional services that supports its
installed systems; 1nclud1ng maintenznce, 1mplementat10n and business and technical consulting services. To
further leverage: the strong return on 1nvestme1t offered by its systems offerings, the Company also offers
enhanceC commurijcatiors solutions., to network and enterprise customers on an outsourced basis as an
Apphcatl-)n Servrce Prov1der or ASP -

\
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The Company’s sales by market for fiscal 2003, 2002 and 2001, were as follows (m millions):

2003 2002 2001
EnterpriseSystemsSales....................................; ........ $:‘52}.4 $ 776 $ 958
Enterprise Services Sales .. ...ttt e 135.9 30.8 25.6
Enterprise Total Sales ......... . i i e 188[3 108.4 121.4
Network Systems Sales ... ... i e }32f.3 48.8 86.9
Network Services Sales ... ... 356 54.4 66.4
Network Total Sales. ... ..ot i i e {6%.9 103.2 153.3
Total Company Systems Sales .......... ... 84:17 126.4 182.7
Total Company Services Sales ......... it i71.5 85.2 92.0
Total Company Sales .. ...t i e e e $156[.2 $211.6  $274.7

|
t

The Company assigns revenues to geographic locations based on the 1ocation of the customer. The
Company’s net sales by geographic area for fiscal years 2003, 2002 and 2001 were. as follows (in millions):

2003 2002 2001
NOTth AMEFCE - -+« v v e e TSR § 915 $1188 $141.6
Central and South America. . ... ..t e e I ;6.1 7.4 14.9
Pacific Rim ...... ... ..o L 29 5.5 11.6
Europe, Middle East and AfFCA . . . ..ottt S57 799 106.6
TOtal L oot $‘15f6.2 $211.6  $274.7

}

International sales constituted 41%, 44% and 48% of total Company sales in ﬁSCSL] 2003, 2002 and 2001,
respectively. ‘ {

Effective March 1, 2000, the Company changed its method of accounting :forJ[ revenue recognition in
accordance with SAB No. 101, “Revenue Recognition in Financial Statements”. The cumulative effect of this
change in accounting has been reflected as a charge to fiscal 2001 operations and is discussed below in
“Income (Loss) from Operations and Net Income (Loss)”. As a result of the) change, the Company
recognized as part of fiscal 2001 sales $22.4 million of revenue whose contribution to income is included in the
cumulative effect adjustment and did not recognize $2.8 million of 2001 sales whose contribution to income
would have been recognized had the change in accounting policy not been adoptod

Total Company sales declined 26% in fiscal 2003 and 23% in fiscal 2002 whc[n compared to sales of the
preceding year. The decrease in sales in fiscal 2003 was comprised of decreases in systems sales of
approximately 33% in both of the Company’s primary markets and a 35% declifne] in services sales to the
network market, partially offset by a 17% increase in services sales to the enterprise market. The reduced
levels of systems sales continue to reflect the previously reported sharp declines lin |the Company’s primary
markets over the past two years. The Company believes that its major markets will remain soft through fiscal
2004. The decline in services sales to the networks sector is primarily attributdble to decreased managed
service revenues resulting from a decrease in the volume of activity processed undér certam of the Company’s
contacts, including, particularly, its contract with O2 as further described below. The increase in services sales
to the enterprise sector is attributable to 10% growth in the sale of customer support services and growth in the
managed services customers base during the year. The Company anticipates continued growth in its

enterprises services business, including particularly its managed services business;
[

The decrease in sales in fiscal 2002 was comprised of decreases in enterprise a‘nd} network systems sales of
19% and 44%, respectively, an 18% decrease in network services sales and a 20% inbréase in enterprise services
sales. The decline in system sales reflects the sharp decline in the Company s pnmary’ markets, particularly the
decline in the market for telecommunications equipment and services during the year. This decline was
particularly pronounced in the fourth quarter of 2002 when the Company s sales dreclmed by 52% from the
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third quarter of ﬁscal 2002 As in ﬁscal 2003‘, the network services decline reflects a reduction in the division’s
_ managed SCI’VlC’S‘ revenues, partrcularly those: attributable to its contract with O2 as further described below.
The increase i enterpnse services! was pnmanly attributable to growth in the sale of service and support
contracts. The nmpact of foreign currency changes during the year on annual sales for fiscal 2002 was not

material. . ;v : r:

The Company has L11storrcally made s1gn1ﬁcant sales of systems, customer services and managed services
to Brrtrs‘rt Ielecon:,and 1ts affiliate BT Cellnet (together “BT”"). In November 2001, BT Cellnet was separated
from the. Britisk Telecom consohdated group and became Q2. Sales to a combination of the BT and 02
entities accounted for 11%, 15% and 19% of the Company’s total revenues during fiscal 2003, 2002 and 2001,
respectively. Sales. under a single managed services contract with BT Cellnet and subsequently with O2
accountcd for 8/0, 12% and 13% of the Company’s total revenues for such years. Monthly minimum managed
service revenues under this managed services contract declined during fiscal 2002 from a fiscal 2002 high of
appr0x1mately $2. 6 mrlhon per month in March 2001 to a fixed fee of approximately $0.9 million per month as
of Januery 2002 jin accordance with the terms of the customer contract. Beginning in June 2003,
con]unctlon with: axcontract amend-ment tHat ‘¢Xtends the term of the managed services agreement for two
years to' June - 7()05’, the’ tﬁxed fee Will be further reduced to approximately $0.7 million per month. The
Company expects rt's cost of” provrdm? servrees under this contract to rise slightly during the extension period.
No other eustomenaccounted for 1()'7@ or more of the Company’s sales during fiscal 2003, 2002, or 2001.

The Company“uses al system combrnmg estrmated sales from its service and support contracts, “pipeline”
of systems' sales’ opportumtles and backlog of committed systems orders to estimate sales and trends in its
business. Sales'in: ﬁscal 2003 from! service .and support contracts, including contracts for ASP managed
services, COIIlpI‘lSPd ‘approxrmately 46% of the' Company’s total sales, up from 40% in fiscal 2002. On average,
the backlog of sy stems sales and the pipeline of opportunities for systems sales during the same period have
contributed approx‘rmatelv 29% and 25%, respectrvely Each contributed approximately 30% of sales during

fiscal 2002, J ) . 4 v

f
i . o

The Company 5 servrce and support cortracts range in duration from one month to three years, with
many longer duratlon contracts allowmg customer cancellation privileges. It is easier for-the-Company to~
“estimate sérvice!’ ‘anc supoort ‘sales than to measure systems sales for the next quarter because service and--
support CnrltI'aCt“ generallv span multrple quarters and revenues recognrzed under each contract are generally

similar fro xm one "ql‘iarter to the next.. ‘ T : -

The - Company §| backlog is madeup ofi customer orders for systems for whrch it has received complete
purchase orders and which the Company expects to ship within twelve months. At February 28, 2003, 2002
and 2001, the Lompanys backlog oft systems sales was approximately $33.5 million, $26 million, and
$35 million, respectwely

The uompany s pipeline. of opportunitics for systems sales is the aggregation of its sales opportunities,
with each opporfu‘n\l[ty evaluated for the date ;the potential customer will make a purchase decision,
competitive; risks, and the potential amount 'of -any resulting sale. No matter how promising a pipeline
opportunrty\may appear there is no assurance it wrll ever result in a sale. While this pipeline may provide the
Company some 1ales guidelines in its business planning and budgeting, pipeline estimates are necessarily
speculative and rray*not consistently correlate: to revenues in a particular quarter or over a longer period of
time. Whiie the eompany knows the amount ‘of systems backlog available at the beginning of a quarter, it
must speculate ofi wrts,prpehne of systems opportunltles for the quarter. The Company’s accuracy in estimating
total systers sales Ior future fiscal quarters is, therefore, highly dependent upon its ability to successfully
estimate which pi pelme opportunities will clos¢ during the quarter.

In fiscal 2003, management 1mple\mente‘d‘*an‘0racle based customer relationship management (CRM)
tool to provrzie the necessary data to allow the Company to better, track, manage and forecast its active global
sales backlog and 'prpﬁhne In fiscal 2004, the Intervoice sales force is performing required weekly forecasting
with the CRM too.1 The.. forecasts ‘are expected to provide management and the sales force with the
information necessary ito effectrvely direct the Company s complex global sales organization and increase sales
productivity. Other pm]ected benefits of the automated CRM process are enhanced strategy formulation
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through greater insight into market demand and trends and increased visibility i 1;1 o/ the Company’s sales

pipeline and backlog. [

The Company is prone to quarterly sales fluctuations. Some of the Company’s transactlons are completed
in the same fiscal quarter as ordered. The quantity and size of large sales (sales rvalued at approximately
$2.0 million or more) during any quarter can cause wide variations in the Company s quarterly sales and
earnings, as such sales are unevenly distributed throughout the fiscal year. | )»

To compete effectively in its target markets in fiscal 2004 and beyond, the Company believes it must
transition its products and services to an open, standards-based business model. The Company has historically
provided complete, bundled hardware and software systems using internally developé‘d ‘componcnts to address
its customers’ total business needs. Increasingly, the markets for the Company’s products are requiring a shift
to the development of products and services based on an open, standards-based archlteéture such as the J2EE
and Microsoft’s® NET environments utilizing Voice XML and/or SALT standards. Such an open, standards-
based approach allows customers to independently purchase and combine hardware components, standardized
software modules, and customization, installation and integration services from 1nd1v1dlual vendors deemed to
offer the best value in the particular class of product or service. In such an environment, the Company believes
it may sell less hardware and fewer bundled systems and may become 1ncreg51ﬂgly dependent on its
development and sale of software application packages, customized software and c‘on[sulting and integration
services. This shift will place new challenges on the Company’s management to transmon its products and to
hire and retain the mix of personnel necessary to respond to this business env1ronment to adapt to the

changing expense structure that the new environment may tend to foster, and to 1‘nc{rease sales of services,

customized software and application packages to offset reduced sales of hardware and bundled systems.
N

Special Charges [ l

Fiscal 2003 N

During fiscal 2003, the Company continued to implement actions designed to lower cost and improve
operational efficiency in response to continued softness in the primary markets}for its products. It also
reviewed its intangible assets for evidence of impairment in light of changes in 1t‘s tgusmess and continued
weakness in the world-wide telecommunications networks markets. (See “Amortlzatlon and Impairment of
Goodwill and Acquired Intangible Assets”). [

\
The following table summarizes the effect of the special charges on fiscal 2003 loperauons by financial
statement category (in millions). i

| Impairment
Cost of Research & |Other

Goods Sold Development SG&A Expenses Intangibles Total

Write down of intangible assets............. $ — $— $— [$ $16.7  $16.7
Severance payments and related benefits .. . .. 2.3 0.8 3.1 — — 6.2
Facilities closures ........................ 0.2 0.1 04 ‘ L — 0.7
Write down of excess inventories ........... 4.1 — — {——- — 4.1
Costs associated with loss contracts ......... 4.7 — — “ :— — 4.7
Loss on early extinguishment of debt........ = i = 19 = _19
Total ... oo $11.3 $0.9 $3. 16.7  $34.3

H
|
:
Tk
5

The severance and related costs recognized during fiscal 2003 relate to three separate workforce
reductions that affected a total of 273 employees. One of the reductions was assoceat}ed with the Company’s
consolidation of its separate Enterprise and Networks divisions into a single, ;mltegrated organizational
structure. The charge also includes costs associated with the resignation of the Networks division president
during the first quarter of fiscal 2003. Costs related to facilities closures include $0.4 million for the closure of
the Company’s leased facility in Chicago, Illinois and $0.3 million associated with thé closure of a portion of

the Company’s leased facilities in Manchester, United Kingdom. The downsmng [of the leased space in
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Manchester followed from the Company s decmon to consolidate virtually all of its manufacturing operations
into its Dallas,: Texas facilities. The' inventory adjustments reflect the Company’s continued assessment of its
1nvent01‘7 ;levella \1rml1ght of sales prOJccnona, ;the decision to eliminate the U.K. manufacturing operation and
the conqohdatmn‘,of the business .umts e;charges for loss contracts reflect the costs incurred on two
contracts: [whwn[ are expected to result 1nfnet losses to the Company upon completion. The loss on early

extlnguhhmentlofl debt mcludcs $1 4 m1ll1on in’ non -cash charges to write-off unamortized. debt discount and

unamortized debt 1ssue costs and $0; rnllhon in prepayment -premiums. As -of February-28; 2003; - -

(i} Al i

approx1mately 50. ‘4 of severance and related‘costs remain unpaid. Unpaid amounts are expected to be paid in
full durmv fiscal A004 ‘ ‘ P

Fiscai !2002 ‘

Dun'ng the fourth quarter of 'ﬁiscal 2002, , the Company performed a comprehensive review of the
posmonmo of its product lires, 1nclud1ng l1nes ‘brought forward from its merger with Brite, reevaluated its
physical plant nceds anc reviewed izs. aggregate staffing levels. Based on these reviews, the Company took a
number o‘f strateg}‘c actions des1gne:l to lower costs and streamline product offerings. As a result of these
actions, tke Company mcurred spec1al chargcs of approximately $33.4 million, including $16.4 million for the
write down of 1ntang1ble assets and -nventoncs associated with discontinued product lines, $6.5 million for the
write down of excess 1nvent0r1es $35.2 mllllon for severance payments and related benefits, $4.2 million for

facilities closure‘s,mnd $1.1 million rclatmg 10 the write down of non-productive fixed assets.

The vf‘ollow1ng;atable summarizes the eﬁ’ect'of these special charges on fiscal 2002 operations by financial

statement’category (in millions). :
s T R P e
[ ; : Cost of Research & - Impairment
Goods Sold Development SG&A of Intangibles Total

? Lo L
Write down of intangible assets and inventories.

|
|
|
|

associated with discontinued product lines . $ 44 $— $0.3 $11.7 $16.4
Write down of 2xcéss inventories. ... .. .". S 6.5 — - — 6.5
Severancerpayments and related beneﬁt51. A 2.2 0.8 22 — 5.2
Facilities’ closures ................. T — — 4.2 — 4.2
Write down of non productive fixed assets . ... .. _03 0.7 01 - _1a
Total ....... SEUDRR . 8134 $1.5 $6.8 $11.7  $334

The $11.7 million write down of \intangible assets reflects the impairment of the Brite tradename, the
impairmerit of certain IVR technology acqu1red as part of the Brite acquisition and the impairment of related
goodwilll (See “Ardortization and Impairment of Goodwill and Acquired Intangible Assets”). The $4.4 mil-
lion write Idown of"inventories and: '$0.3 million charge to selling, general and administrative (“SG&A™)
expenses relate to the Company’s dezision to discontinue sales of certain earlier versions of its payment and
messaging systems. “hat run cn a different ‘hardware platform than that used by the current versions of those
systems. The ad:lltlonal writedown of inventories totaling approximately $6.5 million relates to items which
the Company will contmue to use in current sales situations but which, given the slowdown in market demand
it held ir éxcess quantmes at year end.

As part of ts ﬁscal 2002 1n1t1&t1ves the Company announced plans to forego expansion into existing
leased space in Allen, Texas and to close its:Jacksonville, Florida and Wichita, Kansas locations. As a result of
these actlons tl‘le”Corrpany recorded charges of approximately $4.2 million, including approximately
$3.8 million accrued for future lease commitments and approximately $0.4 million for accelerated deprecia-
tion expease arising from a reassessment of the useful lives of certain related property and equipment. As part
of its overall facilities assessment, the’ Compan) also identified and wrote off approximately $1.1 million of

fixed asseis no longer bcmg used by t the Company As of February 28, 2003, approximately $1.9 million of the
accrued lease cos ‘remam unpaxd The Comparv completed the sale of its Wichita, Kansas office building on
May 31, 2002. Th‘”l$2 0:'million ini zross proceeds was used to pay down amounts outstanding under the

Company’s ‘ s then outstandmg revolving credit facility.
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The severance and related costs recognized in the fourth quarter of fiscal 2002 were associated with two
workforce reductions that affected 198 employees. As of February 28, 2003, approximately $0.1 million of the
total severance and related costs remained unpaid. Unpaid amounts are expected to be paid in full during fiscal
2004.

Fiscal 2001

During the fourth quarter of fiscal 2001, the Company changed its organizational structure and
eliminated certain product offerings in order to reduce costs and improve the Company’s focus on its core
competencies and products. As a result of these actions, the Company incurred special charges of
approximately $8.2 million, including $3.6 million for severance and related costs, $3.1 million for the write-off
of assets associated with discontinued product lines and $1.5 million for estimated customer accommodations
related to the discontinued product lines.

The following table summarizes the effect of these special charges on fiscal 2001 operations by financial
statement category (in millions).

Cost of Research and
Goods Sold Development SG&A Total
Severance payments and related benefits .................... $1.3 $0.4 $19 836
Write down of assets associated with discontinued product lines 31 — — 3.1
Customer accommodations associated with discontinued product
NS . o e o i L5 15
Total L $4.4 $0.4 34 8.2

The severance and related costs were associated with a workforce adjustment that affected approximately
130 employees and included the resignation of the Company’s President and Chief Operating Officer. During
the third quarter of fiscal 2002, the Company determined that it had settled its severance related obligations
for less than originally anticipated, and, accordingly, the Company reversed the remaining accrual of
$0.4 million, reducing selling, general and administrative expenses.

The $3.1 million charge to write off assets is primarily attributable to the Company’s decision to
discontinue its AgentConnect product line and includes a $2.9 million charge for the impairment of
unamortized purchased software (included in other intangible assets) associated with this product. The
$1.5 million charge for estimated customer accommodations is comprised primarily of bad debts and customer
settlements associated with the Company’s decision to discontinue the AgentConnect product line. This
charge is reflected in selling, general and administrative expenses. During fiscal 2002, the Company reached
settlements with its affected customers for amounts that were less than originally anticipated. As a result, it
reversed $0.5 million of the accrual, reducing selling, general and administrative expenses in the third fiscal
quarter.

During the fourth quarter of fiscal 2001, the Company realized a gain of $21.4 million upon the sale of
shares of stock of SpeechWorks International, Inc. acquired through the exercise of a warrant received in
connection with a 1996 supply agreement between the Company and SpeechWorks. This gain is reflected as
other income in the accompanying Consolidated Statements of Operations. In prior periods, the warrant had
been assigned no value in the Company’s balance sheets because the warrant and the underlying shares were
unregistered securities, and significant uncertainties existed regarding the Company’s ability to monetize the
warrant and the timing of any such monetization.

Subsequent Event

During April 2003, the Company reduced its workforce by 56 positions. The Company estimates that it
will incur charges of approximately $1.4 million during the first quarter of fiscal 2004 in connection with this
action, with approximately $0.6 million, $0.2 million, and $0.6 million impacting cost of goods sold, research
and development, and SG&A expenses, respectively. The majority of such charges are expected to be paid
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during ithe ﬁr,t thalf cfi fiscal . 2004l The Company anticipates that operating expenses will be reduced
approxxrnately $O 9 miliion to $1:2 miliion' per quarter from fourth quarter fiscal 2003 levels once these

restructu*‘mg ac‘tt‘v‘ttles are completed KRR
t “ ! B |
‘l ST I

I
Cost of (l,OOdS Sold
e (

I

Com of gCOds sold was $88.0 mllhon (5 % of sales), $125.6 million (59.3% of sales) and $139.7 million
(50. 9%\of sales) 1rl fisca! 2003, 2002n and: 2001, respectwely During fiscal 2003, 2002 and 2001, the Company
incurred specr‘l‘ charges to cost of goods sold totallng $11.3 million (7.2% of sales), $13.4 million (6.3% of
sales) and $4.4'million (1.6% of sales) e<peet1vely, as described in the preceding “Special Charges” section.
A sxgn1hdant po‘rtton of the Compan) s cost of goods sold is comprised of labor costs that are fixed over the
near tersi as opp()aed to] direct matenal and l]eense/ royalty costs that vary directly with sales volume. The
decrease’” in the L‘ost ofw goods sold’ percentage relating to other than special charges for fiscal 2003 is
attnbuteble to ictlpns tzken during fiscal 2003 and 2002 to reduce this fixed component of cost. The Company
reduced . manu:acturlng headcount, by 70 from ending fiscal 2002 levels, consolidated its manufacturing
operations in a <mgle location, and eonsohdated certain customer service and managed service support centers.
The increase in, the cost tof goods sold percentage relating to other than special charges during fiscal 2002 is
prlmanlv attr1bLtable to the softness in the Company s fiscal 2002 sales, including, particularly, its fiscal fourth
quarter sdles. ‘ B

o
i

Researca \and Development

| il
Re&earch and ‘development expenses durlng, fiscal 2003, 2002 and 2001 were approximately $22.6 million

(14.5% o- sales),l;t$29 'million (A:a 8% of!:sales), and $34.6 million (12.6% of sales), respectively. The
Company‘ 1ncurred[ special charges‘pf $00 ‘million (0.6% of sales), $1.5 million (0.7% of sales) and
$0.4 rmlhon (0 1% of sales) in ﬁscal 2003 2002 and 2001, respectively, as described in “Special Charges”

above. Recumng researeh and developrnert expenses included the design of new. products and the-enhance- - ---
l

ment of ex1stmmproducts .
il ““H‘ ‘ l“‘l B
The' Compen‘,f s research and de Jelopment spendmg is focused in four key areas. First, software tools are
being de fe‘lopec‘lW to‘ ]’fud in ithe rdevelopment,]deployment and management of customer applications incorporat-
ing spee“llt recoanh “ion dnd ‘ext toj! speech technologles Next, hardware and software platforms are being
developed[whlch 1‘nn‘t‘erface with telephony networks and an enterprise’s internal data network. Such platforms
-are being' developed to operate in trad1t1onal Pnt.,rpnse networks as well ‘as newer network environments such
as J 2EE and Ml,,rosoft s.NET. Th;rd “‘veice, browsers” based on open standards such as SALT and
VomeXM‘L are, beltl’[xg developed Vore bro vaers incorporate speech recognition technologies and perform the
task of fo1lmatt1ng a user’s verbal query into. an inquiry that can be acted upon and/or responded to by an
enterprise system Flnallv, research and development activities are focusing on modularization of key hardware
and software elements '"hls is mc*easmzﬂy 1mportant in a standards-based, open systems architecture as
modularization w1ll allow. for interchange of commodity elements to reduce overall systems cost and for the
Company’s best ofbreed and core technology strengths to be leveraged into new apphcauons and vertical
markets. oy o i ‘ oo
) i I
The Compahy,lexpeets to mam,-‘am avstronfm commitment to research and development to remain at the
forefront of tecl‘no]ogy development in its l:usmess markets, which is essential to the continued improvement
of the Cumpany tposmon in the 1ndustry L

Selling, beneral a‘n‘all Admlmstratlve S

SG&A exp°n<es totdled $65.9 m1lllon (42 ”% of sales), $83.3 million (39.4% of sales), and $86.2 million
(31.4% of \sales) 1n fiscal 2003, 20“" and 2001, respectively. Such amounts included special charges of
$3.5 million (2.2% of sales), $6.8 rnllllon (3.2% of sales) and $3.4 million (1.2% of sales), respectively, as
described in “Sp.,cml Charges” abovr= SG&A expenses have declined in absolute dollars as a result of cost

control initiatives 1mplem nted by the Comipiny and as a result of lower commissions and incentive bonuses
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being earned on lower sales volumes. SG&A expenses have increased as a percent of the Company’s total sales
because of the decline in sales.

Amortization and Impairment of Goodwill and Acquired Inténgible Assets

In connection with its purchase of Brite in fiscal 2000, the Company recorded intangible assets and
goodwill totaling $103.8 million. These assets were assigned useful lives ranging from 5 to 10 years. For the
fiscal years ended February 28, 2003, 2002 and 2001, the Company recognized amortization and impairment
expense related to these assets as follows (in millions):

2003 2002 2001

Amortization of goodwill .. ... ... ... .. . . $ — $26 %29
Amortization of other acquisition related intangible assets ............ 7.1 12.8 10.9
Total amortization of goodwill and other acquisition related
intangible assets. . ... .. .. 7.1 13.4 13.8
Impairment of other acquisition related intangible assets as described
below .. 16.7 8.0 —
Impairment of goodwill in connection with the impairment of other
acquisition related intangible assets as described below ............. — 37 —
Total impairment charged to operating income.................. 16.7 11.7 —
Total amortization and impairment charged to operating income . ... ... $23.8 $25.1 $13.8

Impairment of goodwill in connection with the adoption of SFAS
No. 142 as described below . . ......... ... ... ... ............. $158 $§ — §$ —

Effective March 1, 2002, the Company adopted Statements of Financial Accounting Standards No. 141,
Business Combinations, and No. 142, Goodwill and Other Intangible Assets (the “Statements™). Statement
No. 141 refines the definition of what assets may be considered as separately identified intangible assets apart
from goodwill. Statement No. 142 provides that goodwill and intangible assets deemed to have indefinite lives
will no longer be amortized, but will be subject to impairment tests on at least an annual basis.

In adopting the Statements, the Company first reclassified $2.7 million of intangible assets associated
with its assembled workforce (net of related deferred taxes of $1.4 million) to goodwill because such assets did
not meet the new criteria for separate identification. The Company then allocated its adjusted goodwill
balance of $19.2 million to its then existing Enterprise and Networks divisions and completed the transitional
impairment tests required by Statement No. 142. The fair values of the reporting units were estimated using a
combination of the expected present values of future cash flows and an assessment of comparable market
values. As a result of these tests, the Company determined that the goodwill associated with its Networks
division was fully impaired, and, accordingly, it recognized a non-cash, goodwill impairment charge of
$15.8 million as the cumulative effect on prior years of this change in accounting principle. This impairment
resulted primarily from the significant decline in Networks sales and. profitability during the fourth quarter of
fiscal 2002 and related reduced forecasts for the division’s sales and profitability. Effective August 1, 2002, the
Company combined its divisions into a single integrated organizational structure in order to address changing
market demands and global customer requirements. The Company conducted its required annual test of
goodwill impairment during the fourth quarter of fiscal 2003. No additional impairment of goodwill was
indicated. Accordingly, at February 28, 2003, the Company’s remaining acquired goodwill totaled $3.4 million

During fiscal 2003, the Company was adversely affected by continuing softness in the general
U.S. economy, by extreme softness in the worldwide network/telecommunications market and by political
tensions in parts of South America and the Middle East. The Company experienced a second year of declining
network revenue and significantly reduced its estimates of near term growth in revenue and net income for its
networks based products. As a result, the Company determined that a triggering event, as defined in SFAS
No. 144, had occurred during the fourth quarter of fiscal 2003 and, accordingly, the Company evaluated its
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intangible assets for evidence of impairment. Based on the results of its review, the Company recognized
impairment ch:rges of $14.2 million and $" 5 million, respectively, to reduce the carrying value of its customer
relations jand developed technology mtanglble assets to their respective fair values, which were based on
estimated drscounted future cash fiows.

Dunng the four’th quarter of fiscal 200 the Company performed a comprehensive review of the
posmonrrg of all produ t lines, including . liries brought forward from its fiscal 2000 merger with Brite. As a
result o- dec1srn< made durlng that review, the Company performed impairment tests in accordance with its
stated pohmes on': ‘the Brite tradenzme and on Zertain of the developed technology associated with the Brite
acqulsltlon Based on these tests, the Company recorded impairment charges of $4.8 million and $3.2 million,
respectively, to reduce the carrying value of these intangible assets and an additional charge of $3.7 million to
reduce the carrying value of goodwill' associated with the impaired assets.

At February 28, 2003, the Cor;n‘p“anyi had $9.3 million in net intangible assets other than goodwill which
will be subject tc amoriization in futuré periods The estimated amortization expense attributable to the
Company ] 1ntar1g1ble assets for each’ of tl*e next five years and thereafter is as follows (in. millions):

Fiscal 2004.. .. .. e OO PP TPRPIS $3.0
Fiscal 2005, ... ... .. FEE $1.6
Fiscal 2005. " . ... . $1.2
Fiscal 2007 .. $1.1
Fiscal 2008 $1.1
Thfe,r;‘:afteri{ ‘ $1.3

Other Income { E)&pensei

Other income! (expense) duririg fiscal 2003 and 2002 was primarily interest income on cash and cash
equrvalents Dunng fiscal 2003, the Companv also incurred foreign currency transaction losses of approxi-

mately $9.9 mi'lion. .
g i H ) i

Durng the: fourth quarter of fiscal 2001 the Company realized a gain of $21.4 million from the sale of
SpeechWorks Internatlonal Inc. common stock acquired through .the exercise of a warrant received in
connection with': au,\1996 supply agreement between the Company and SpeechWorks. In pnor periods, the
warrant had beenhassrgned ‘mo value becausewthe warrant and the shares underlying the warrant were
unreglste*ed sec‘ur\n‘res and srgnlﬁcant unﬁeﬂarntres existed regarding the Company’s ability to monetize the
warrant und the tln‘nng of any such: monetrzanon

\[\! \H ‘m w} i H 10‘ :t-lr 17 lt
Interest Fxpense “]‘ - M

The Comp:nv incurred interest. expense of approximately $4.7 million, $4. 9 million and $8.2 million
during fiscal 2003, t2002 and 2001, respectively. Substantially all of this expense relates to the Company’s long
term bor‘owmg‘ initially obtained in connection with the Brite merger and as subsequently refinanced (See
“Liquidity'and C apltal Reésources” for a description of the Company’s long term borrowings). The reduction
in interest \expense from fiscal 2001 through fiscal 2003 is primarily attributable to the lower levels of debt
outstanding during 2002 and 2003, partially. cffset in fiscal 2003 by additional costs associated with the
amortization of cebt issuance costs and debt discounts associated with financings undertaken during the year.
Borrowings under the credit agreements totaléd $19.1 million, $30.0 million and $49.6 million at February 28,
2003, 2002‘ and 2001, respectively. Assuming principal payments in accordance with the Company’s existing
financing agreements and interest rates consistent with current market rates, the Company expects its fiscal

2004 interést expense to be approx1mately $2 5 *mlhon
' i ‘

FrorziJuly h99Q through October 2001} the’ Company used interest rate swap arrangements to hedge the
variability of 1nterest payments on ifs variable rate credit facilities. While in effect, the swap arrangements
essentially: converted the Company’s outstanding floating rate debt to a fixed rate basis. Of the $4.9 million
total interest expense in fiscal 2002, approxlmately $1.5 million was attributable to net settlements under the
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interest rate swap arrangements. The Company terminated its swap arrangements in October 2001 in response
to the continued downward movement in interest rates during fiscal 2002 and had no derivative contracts in
place as of February 28, 2003 and 2002.

Income Taxes

The Company’s income tax benefit for fiscal 2003 and 2002 differs significantly from the federal statutory
rate of 35% primarily as a result of benefits recognized in fiscal 2003 as a result of a change in U.S. tax law,
operating losses and credit carryforwards generated but not benefited, non-deductible amortization of goodwill
resulting from the merger with Brite, and various U.S. tax credits.

On March 7, 2002, United States tax law was amended to allow companies which incurred net operating
losses in 2001 and 2002 to carry such losses back a maximum of five years instead of the maximum of two
years previously allowed. As a result of this change, during the first quarter of fiscal 2003, the Company used
$21.5 million of its previously reported net operating loss carryforwards and $0.4 million of its previously
reported tax credit carryforwards and recognized a one-time tax benefit of $7.9 million, of which $2.2 million
was recognized as additional capital associated with previous stock option exercises.

The Company’s federal income tax returns for fiscal years 2000 and 2001 are currently being audited by
the Internal Revenue Service. The Company has tentatively agreed to proposed adjustments from the IRS
challenging certain positions taken by the Company on those returns. Although resolution of the issues is still
subject to final review by the Joint Committee on Taxation, it is probable that as a result of these proposed
adjustments, the Company will lose the ability to carry back approximately $5.4 million in net operating losses
generated in fiscal 2001. If this occurs, the Company will be required to repay up to $2.0 million of refunds
previously received from the IRS plus accrued interest. The Company has recorded a charge for these
probable adjustments as part of its net tax provision (benefit) for fiscal 2003. The Company expects final
resolution of the issue and cash settlement with the IRS to occur during the first half of fiscal 2004. Any net
operating losses which ultimately cannot be carried back to prior years under the settlement with the IRS may
be carried forward to future years.

At February 28, 2003, the Company had U.S. net operating loss carryforwards totaling $45.0 million,
including $13.7 million which will expire in 2022 and $31.3 million which will expire in 2023. The Company
also had $4.3 million and $1.3 million in research and development and foreign tax credit carryforwards,
respectively, at February 28, 2003. If unused, the R&D tax credit carryforwards will begin to expire in 2019,
and the foreign tax credit carryforwards will begin to expire in 2003.

The Company has established a valuation allowance of $29.3 million against its net deferred tax assets,
including the carryforwards described above. The Company believes the existence of losses in its
U.S. operations and the dependency of its international subsidiaries on continuing U.S. operations prevent it
from concluding that it is more likely than not that its deferred tax assets will be realized. If some or all of
such reserved deferred tax assets are ultimately realized, approximately $1.8 million of the valuation allowance
reversal related to stock option deductions will not provide future benefit to income but rather will be credited
to additional capital.

In fiscal 2002, the Company did not provide a valuation allowance for deferred assets associated with its
foreign subsidiaries. In providing such a reserve during fiscal 2003, the Company recognized tax expense
totaling $0.8 million to increase the valuation allowance for net foreign deferred tax assets that existed at
February 28, 2002. During fiscal 2003, and as discussed in “Amortization and Impairment of Goodwill and
Acquired Intangible Assets”, the Company reduced its deferred tax liabilities by $1.4 million in connection
with the reclassification of its assembled workforce intangible asset to goodwill. As a result of this transaction,
the Company increased the valuation allowance associated with its U.S. net deferred tax asset by $1.4 million.

Income (Loss) From Operations and Net Income (Loss)

The Company generated a loss from operations of $(44.1) million, a loss before the cumulative effect of a
change in accounting principle of $(50.6) million and a net loss of $(66.4) million during fiscal 2003. Its loss
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from oprratlonq and net loss totaled $(51 ‘6) mxlhon and $(44.7) million, respectively, in fiscal 2002. In fiscal
2001, the‘Company generated operatingrincome of $0.4 million, income before the cumulatlve effect of a
change ia' accounting principle of $9.5 million and a net loss of $(2.3) miltion.

During each of fiscal 2003, 2002 and 2001 the Company incurred significant special charges as previously
described in this Item 7 totaling $34.3 miltion, $33.4 million and $8.2 million, respectively. In fiscal 2003, the
Compary beneuted from, a change in the U.S. federal tax law that allowed it to recognize net tax benefits of

approx1r1“1tely %3“‘(:)’ million. . In fiscal 2C01, the Company also recognized the previously described non-

recurrinz galn of\ $21 4 m1111on associated w1th the Company’s sale of SpeechWorks. International, Inc.
common stock | m S

The\Company-s losses in fiscal 2003 and fiscal 2002 are primarily attributable to the significant decline in
the Company’s sales volumes from 2001 levels and to the significant restructuring and other special charges
incurred by the Company in its efforts to adjust lits operations to the rapidly changing market for its products.
While thc Compa'ly bcncﬁted throughout ﬁscal 2003 and 2002 from the cumulatlve effect of these efforts, 1ts

sales actmty “

The: oumulmve eﬁ"cct of a channc in accountmg principle on prior years associated with the Company’s
adoption’ of SFAS”NO 142 in fiscal \2003 resulted in a charge to income of $15.8 million. Assuming the
accounting change had been applied. retroactlvely by the Company to prior periods, pro forma net loss for fiscal
2002 and pro forma net income for. 2001 would have been ($40.3) million and $1.8 million, respectively. Net
loss per common share would have b°en (S1. ”1) in 2002, and net income per diluted share would have been
$0.05 in 2001. Had the Company not adopted SFAS No. 142, the Company’s net loss for the year ended
February 28, 2093 would have been. $54.7 niillion or $1.61 per share.

Liquidity : }and C‘aﬁi‘fal Resources
Cash and Cash Equnalents

The Company had $26 2 million in cash and cash equivalents at February 28, 2003, an increase of
$8.6 million ovcrwendmm fiscal 2002 balanceq Borrowings under the Company’s long-term credit facilities
totaled $19 1 m:‘lllon at February 28, 2003, a reduction of $10.9 million from fiscal 2002 ending balances.

Alt: ough it 1nm.urred a net loss far fiscal 2003 of $66.4 million, over 80% of this loss was attributable to
non-cash chargcs for depreciation ‘and amortization ($16.1 million), the impairment of intangible assets
(832.5 million), and the reduction of certain inventory values ($5.7 million). In addition, the Company
aggressively managed its inventory holdings, its extension of credit and its accounts receivable collection
efforts during the year. Inventory ‘balances cxcludmg the write-down in certain values described above
declined significant’y during fiscal 2003, gcneratmg $12.4 million of operating cash, and days sales outstanding
(DSOs) cof accounts receivable were 61 davs ‘at February 28, 2003, down from 133 days at February 28, 2002.
As a result, desutt‘:‘the ret loss, the C ompany generated $23.6 million in cash from operating activities during
fiscal 2003. b

For sales of éértain‘ of its mere complex, customized systems (generally ones with a sales price of
$500,000' or mdre)| the Company I'(.NOg‘IIZCQ revenue based on a percentage of completion methodology.

Unbilled rccewa{bl“el"s accrued _under. thlS methodology totaled $4.9 million (19.0% of total net. receivables) at

February 28, 2003. The Company expects to Lill and collect unbilled receivables as of February 28, 2003
within the next twelve months. 4

Whllc the Companv contmue%{ to focus on the level of its investment in accounts receivable, it now
gcnerateu a 51gr1ﬁcant percentage of its sales ‘partlcularly sales of enhanced telecommunications services
systems, outside the United States. Customers in certain countries are subject to significant economic and
political challenges that affect their cash flow, and many customers outside the United States are generally
accustomed to vendor financing in the form of extended payment terms. To remain competitive in markets
outside the United States, the Company may offer selected customers such payment terms. In all cases,

however, the Company only recognizes revenue at such time as its system or service fee is fixed or
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determinable, collectibility is probable and all other criteria for revenue recognition have been met. In some
limited cases, this policy may result in the Company recognizing revenue on a “cash basis”, limiting revenue
recognition on certain sales of systems and/or services to the actual cash received to date from the customer,
provided that all other revenue recognition criteria have been satisfied.

The Company’s federal income tax returns for its fiscal years 2000 and 2001 are currently being audited
by the Internal Revenue Service. The Company has tentatively agreed to proposed adjustments from the IRS
challenging certain positions taken by the Company on those returns. Although resolution of the issues is still
subject to final review by the Joint Committee on Taxation, it is probable that as a result of these proposed
adjustments, the Company will lose the ability to carry back approximately $5.4 million in net operating losses
generated in fiscal 2001. If this occurs, the Company will be required to repay up to $2.0 million of refunds
previously received from the IRS plus accrued interest. The Company has recorded a charge for these
probable adjustments as part of its net tax provision (benefit) for fiscal 2003. The Company expects final
resolution of the issue and cash settlement with the IRS to occur during the first half of fiscal 2004. Any net
operating losses which ultimately cannot be carried back to prior years under the settlement with the IRS may
be carried forward to future years.

The Company’s wholly owned subsidiary, Brite Voice Systems, Inc. (“Brite”) has filed a petition in the
United States Tax Court seeking a redetermination of a Notice of Deficiency issued by the IRS to Brite. The
amount of the proposed deficiency is $2.4 million before interest or penalties and relates primarily to a
disputed item in Brite’s August 1999 federal income tax return. The Company and the IRS have reached a
tentative agreement, subject to final review and approval by the Joint Committee on Taxation, which
eliminates the proposed deficiency and, in fact, results in the Company receiving a small net refund. The
Company expects final resolution of this matter to occur during the first half of fiscal 2004.

The Company used $2.6 million of cash in net investing activities and used $13.7 million of cash in net
financing activities, including the net repayment of debt described above and the payment of $2.5 million in
debt issuance costs associated with various refinancing activities undertaken during the year as further
described below.

Mortgage Loan

In May 2002, the Company entered into a $14.0 million mortgage loan secured by a first lien on the
Company’s Dallas headquarters. The mortgage loan bears interest, payable monthly, at the greater of 10.5% or
the prime rate plus 2%. The principal balance is due in May 2003. Proceeds from the loan were used to
partially repay amounts outstanding under the amortizing term loan that existed at the time the Company
entered into the mortgage. In October 2002 and February 2003, the Company amended the mortgage loan to
modify a minimum net equity covenant contained in the loan agreement. Under the amended loan, the
Company must have at least $5.0 million in net equity at the end of each of its fiscal quarters beginning with
the quarter ending August 31, 2004. In connection with these amendments, the Company prepaid $3.5 million
of the original principal amount outstanding under the loan. The mortgage loan contains cross-default
provisions with respect to the Company’s new term loan and revolving credit agreement, such that a default
under the credit facility which leads to the acceleration of amounts due under the facility and the enforcement
of liens against the mortgaged property also creates a default under the mortgage loan.

New Term Loan and Revolving Credit Agreement

In August 2002, the Company entered into a new credit facility agreement with a lender which provided
for an amortizing term loan of $10.0 million and a revolving credit commitment equal to the lesser of
$25.0 million minus the principal outstanding under the term loan and the balance of any letters of credit
($16.4 million maximum at February 28, 2003) or a defined borrowing base comprised primarily of eligible
U.S. and U.K. accounts receivable ($0.3 million maximum at February 28, 2003). The term loan bears
interest, payable monthly, at the prime rate plus 2.75% (7% at February 28, 2003). Principal is due in equal
monthly installments of approximately $0.3 million through July 2005 and final payments of approximately
$0.6 million in August 2005. Proceeds from the term loan were used to retire $9.0 million of convertible notes
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outstandrng at nheltrme the Company entered into the credit facility, to pay $0.6 million in accrued interest

and early termln‘;t‘lon premlums rela ed to the convertlble notes and to provide additional working capital to
the Company o r_‘ ‘} T
3 w t R R
An y‘advanceslunder the revolver loan will accrue interest at the prime rate plus a margin of 0.5% to 1.5%,
or at the Londen|Inter-bank Offering Rate plus a margin of 3% to 4%. The Company may request an advance
under the revo: tlertloan at any time! dunng theitérm of the revolver agreement so long as the requested advance

does net ‘exceqd *he then available ‘b‘orrowt‘no base. The Company has not requested an advance under the

revolver as of § he date of this filing. The term. loan and the revolving credit agreement expire on August 29,

2005. ‘ w \ g

Thz 1new ,redlt faelhty contarns terrrs eondrtlons and representations that are generally customary for
asset- ba:.ed credlt tacﬂmes including requ: rernents that the Company comply with certain significant financial
and oper dtmg “ovenanto In partren],ar the (“ompany is initially required to have EBITDA, as defined in the
agreemernt, in vmnlmum cumulative amounts on a monthly basis through August 31, 2003. While lower
amounts are allcwed within each fiscal quarter, the Company must generate cumulative EBITDA of
$5.0 mi: hon and $9 0 million, respeenvely, for the nine and twelve month periods ending May 31, 2003 and
August 3«1 2003 \Therecfter the Compan‘/ is| irequired to have minimum cumulative EBITDA, as defined, of
§15 mrlhon and $20 million for tke-12-month, periods ending November 30, 2003 and February 29, 2004,
respecti rely, and \$25 million for the 12- month [periods ending each fiscal quarter thereaftetr. In order for the
Company to co*npiy with ths escalating minimum EBITDA requirements in the credit facility, the Company
will ha\e;to ccntmue to, increase rev\enueb and/or lower expenses in future quarters. The Company is also
required to maintain defined levels «-f‘ actual and projected service revenues and is prohibited from incurring
capital expendltures in excess of $4.0 mrlhon for any fiscal year beginning on or after March 1, 2003 except in

certain errcumata"\ces and with the 1ender s pnor approval.

Bowowmg& under the new credit fac111ty are secured by first liens on virtually all of the Company’s
personal. property and by a @ubordmated hen on the Company’s Dallas headquarters. The new credit facility
contains cross- default provisions w1th respzct to the Company’s mortgage loan, such that an event of default
under the mortgaﬂ loan' which alloyvs the mortgage lender to accelerate the mortgage loan or terminate the
agreement creates a default under the eredit facility. As of February 28, 2003, the Company was in
compha-lee w1th all financial and cperatmg covenants

|
| .
| |
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In connecuo”r‘r with, a sale ot‘, convemble notes during fiscal 2003, which notes were subsequently
redeemed in full for cash prior to year. end the Company issued warrants to the buyers. The warrants give the
holders tke right to purchase from the Company, for a period of three years, an aggregate of 621,304 shares of
the Company’s common stock for $4.0238 per share as of the date of issuance. Under certain circumstances,
this ¢ erehase may be: accomplished th*ough a cashless exercise. Both the number of warrants and the
exercise pl‘lCC of ! the warrants are. aubJCC to antidilution adjustments as set forth in the warrants. If the
Company: is prohrbrted from issuing warrant shares under the rules of the Nasdaq National Market, the
Companyl must redeem for ‘cash those warrarit shares which cannot be issued at a price per warrant share
equal to the difference tetween the weighted average market price of the Company’s common stock on the
date of attempted.éxercise and the applicable exercise price. The Company’s obligations under the warrants
remain in force and are unaffected by the redemption of the convertible notes.

Warmfzts

Costs Assocmted with the Reﬁnancmgs
i :

Durmg fiscal "7003 “the! Companv 1neur*ed‘approx1mately $1.5 m11hon in debt issuance costs, consisting
primarily of inv estrnent banking and legal fees, to establish the new term loan and revolving credit agreement
and the mortgage'loan. Suck costs were capitalized and are being charged to interest expense over the life of
the related debt obligati‘ons In addition| iri connection with the restructuring of its fiscal 2002 debt, the
Comparny| 1ncurred approx1mate1y $1. 0 mrlhon in debt issuance costs associated with the convertible notes and
warrants. During the th1rd quarter of fscal ZOCH the Company recognized a loss of approximately $1.9 million
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on the early extinguishment of the convertible notes. The loss included a $0.5 million early conversion/
retirement premium as well as the non-cash costs to write off the unamortized debt issuance costs and
unamortized discount associated with the convertible notes.

Summary of Future Obligations

The following table summarizes the Company’s obligations and commitments as of February 28, 2003, to
be paid in fiscal 2004 through 2008 (in millions}:

Nature of Commitment 2004 2005 2006 2007 2008 v
Long-term debt, excluding related interest amounts. . . .. .. $33 $33 $125 $— §$—
Operating lease payments. . ... ....ooevnirnnennneenn.. 32 28 24 13 08
Total obligations and commitments .................... §__6_§ & 149 $1.3 $1__8-

The Company believes its cash reserves and internally generated cash flow along with any cash
availability under its revolver loan will be sufficient to meet its operating cash requirements for the next twelve
months. ‘

Impact of Inflation

The Company does not expect any significant short-term impact of inflation on its financial condition.
Technological advanges should continue to reduce costs in the computer and communications industries.
Further, the Company presently is not bound by long term fixed price sales contracts. The absence of such
contracts should reduce the Company’s exposure to inflationary effects.

Selected Quarterly Financial Data (Unaudited)

Three Months Ended
May 31, ' August 31, November 30,  February 28,

Fiscal 2003* 2002 2002 2002 2003
(In millions, except per share data)
Sales ... $ 384 $ 35.6 $ 44.0 $ 38.2
Gross profit (loss) ............. .. ... ..., 15.6 10.9 21.7 . 20.0
Income (loss) from operations............... (9.8) (15.8) (0.9) (17.6)
Income (loss) before the cumulative effect of a

change in accounting principle ............. (8.7) (16.3) (7.8) (17.8)
Net income (loss) ..., (24.5) (16.3) (7.8) (17.8)
Income (loss) before the cumulative effect of a

change in accounting principle per diluted :

share ... .. . (0.26) (0.48) (0.23) (0.52)

Net income (loss) per diluted share .......... (0.72) (0.48) (0.23) (0.52)

Three Months Ended
May 31, August 31,  November 30, February 28,

Fiscal 2002 2001 2001 2001 2002%*
(In millions, except per share data)

Sales ..o $ 615 $ 64.5 $ 358.1 $ 276

Gross profit (loss) ............ . ..ot 33.7 331 30.5 (11.2)

Income (loss) from operations............... 3.2 3.6 1.3 (59.7)

Net income (loss) ..o n.. 1.4 1.7 — (47.8)

Net income (loss) per diluted share .......... 0.04 0.05 0.00 (1.42)

* During fiscal 2003, the Company incurred special charges of $2.6 million, $10.1 million, $4.9 million and
$16.7 million, respectively, in its first, second, third and fourth fiscal quarters. The special charges included
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$6.2 million of severance and relatedibenefit costs, $0.7 million related to facilities closures, $4.1 million
write, f:.iowni “Qf;}ﬁ:‘xc:es‘siinv“entorie:‘‘s;{“:ﬁ$4.171 imillion of charges for contracts expected to result in losses to the
Comp;any, $1.9:million loss on early extinguishment of debt, and $16.7 million related to impairment of
certain intangible 4ssets! (See™*Special ! Tharges”.) The Company benefited from a change in the
U.s. federa@l"té% law that allowed it to Tecognize net tax benefits of approximately $3.0 million.

$16.4 “;nllhc“n: f‘c‘r thé'_iwritg dow%‘of ingjﬁeliin‘ bie assets and inventories associated with discontinued product
lines,'$6.5 H’ﬁilli‘én for the write down of excess inventories, $5.2 million for severance payments and related
benell’s, $4Q million for facilitic‘;s‘k:loslure‘s, and $1.1 million relating to the write down of non-productive
fixed "zjxssets‘."'(S‘ee “Special Charges™.). Sales for the quarter were reduced as a result of the Company’s
decisions to falc?é?épt the return of jtu}o systemis sales in the aggregate amount of $7.7 million. Pretax income
for te four;t;h quarter was reduced by appreximately $6.5 million as a result of these returns.

|

** During the fcjmi‘th qt?u;rter‘ of fiscel }20@2, thc ‘Company incurred special charges of $33.4 million, including
e
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 Item 7A. - Qum’jti“tative‘a‘nd Qualitétiye Disclosures about Market Risk

Th¢j¢omﬁ}i;rf§2§invests cash balances in!excess of operating requirements in short-term securities that
Ll ATl L DT . 1 o e
generally have maturities of 90 days or less. The,carrying value of these securities approximates market value,
and therc iis nolong-term interest rate risk associated with this investment. ‘

At February 28, 2003, the Company’s outstanding long-term debt was comprised of the following (in
millions}:- o o Lo
‘ S L U LI » February 28, 2003

Mortgage 1021‘111 bearing ‘intcrest p:ayai)’ie‘?r‘r‘jc‘)nthly at the greater of 10.5% or the
prime rate plus 2.0%; principal du¢ May 28,2005 . ... . ................ . $10.5
b T R R .
Amortizing jteﬁfn loan, principal due in equal monthly installments of
approximately $0.3 million through July 2005 with final payments totaling

approximately $0.6 million iﬁi‘Augu‘st‘ZODS; interest payable monthly, accruing

at,zj;l rate equal to the prime rate plus 2.75% (7.0% at February 28, 2003) . ... 8
i A H; | T : .
‘ i ‘H! ] [ 19.

R
I
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:
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The, following ‘jtable? provides information ‘4bout the Company’s credit agreements that are sensitive to
changes ‘IH‘ integss‘tj rates. For the credit agreements, the table presents cash flows for scheduled principal
payments and refated weighted-average interest rates by expected maturity dates. Weighted-average variable
rates are based on rates in effect as of' February 28, 2003.

‘ n HERE A Fiscal
TR i ho 2004 2005 2006
I ‘ FEE oﬁollars in millions)

Longf—;;term;?delf)f variable rate U’S$ R $3.3 $33 8125
Projected weighted average interést rate”. . ...... .. . .. ... 91% 9.6% 10.0%
R “Ti ; [N .

L i i, BN A
Foreign Currency Risks ; |
‘ i - ;

The‘j(‘f‘iompajﬁyﬂransabts business; in certain. foreign currencies including, particularly, the British pound
and the Earo. The Company’s primary software application development, research and development and other
administrative activities are conducted from offices in the United States and the United Kingdom, and its
primary m’zinufacturjing operations are conducted in the United States. Virtually all sales arranged through the
Company’$ U.S. offices are denominated in U.S. dollars, which is the funetional and reporting currency of the
IJ.S. entity. Sales drranged through ths Company’s U.K. subsidiary are denominated in various currencies,
including the British pound, the U.S. dollar and the Euro; however, the U.K. subsidiary’s functional currency
is the Bri‘igh poiﬂﬁc‘ll;For the fiscal yé}é{ﬁ‘,cndc,dﬁ]?ébruary 28, 2003, sales originating from-the Company’s- U.K.--
subsidiary ;ﬂepres‘§111¢d apfp;oximatcly}34% of Qpngolidated sales. As a result of its international operations, the
Company is subject to exposure from adverse movements in certain foreign currency exchange rates. The

Company has not historically used“foirelg'n currency options or forward contracts to hedge its currency
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exposures because of variability in the timing of cash flows associated with its larger contracts where payments
are tied to the achievement of project milestones, and it did not have any such hedge instruments in place at
February 28, 2003. Rather, the Company attempts to mitigate its foreign currency risk by transacting business
in the functional currency of each of its major subsidiaries, thus creating natural hedges by paying expenses
incurred in the local currency in which revenues will be received.

At February 28, 2003, the Company had an intercompany balance payable to its U.K. subsidiary totaling
approximately $24.5 million. The Company considers such intercompany balance to be a long-term
investment, as defined under the guidance of Statement of Financial Accounting Standards No. 52 — Foreign
Currency Translation, and management has no plans within the foreseeable future to pay amounts owed to its
U.K. subsidiary. Accordingly, foreign exchange fluctuations on the balance are recorded as a component of
accumulated other comprehensive loss in the statement of stockholders’ equity.

As noted above, the Company’s operating results are exposed to changes in certain exchange rates
including, particularly, those between the U.S. dollar, the British pound and the Euro. When the U.S. dollar
strengthens against the other currencies, the Company’s sales are negatively affected upon the translation of
U.K. operating results to the reporting currency. The effect of these changes on the Company’s operating
profits varies depending on the level of British pound denominated expenses and the U.K. subsidiary’s overall
profitability. For the fiscal year ended February 28, 2003, the result of a hypothetical, uniform 10%
strengthening in the value of the U.S. dollar relative to the British pound and the Euro would have been a
decrease in sales of approximately $3.4 million and a reduction in the net loss of approximately $1.3 million. Tn
addition to the direct effects of changes in exchange rates, which are a changed dollar value of the resulting
* sales and/or operating expenses, changes in exchange rates also could affect the volume of sales or the foreign
currency sales price as competitors’ products become more or less attractive. The Company’s sensitivity
analysis of the effects of changes in foreign currency exchange rates does not factor in a potential change in
sales levels or local currency prices. '

Item 8. Financial Statements and Supplementary Data

The Independent Auditor’s Report of Ernst & Young LLP and the Consolidated Financial Statements of
the Company as of February 28, 2003 and 2002 and for each of the three years in the period ended
February 28, 2003 follow: '
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i i REPORT OF' INDEPENDENT AUDITORS
‘ HM P R

Stockholders and Board of Dlrectors

Intervoice,‘lnc.j , b T

i 1
s B
| |

\

We have aLditéd the jaccompanying consolidated balance sheets of Intervoice, Inc. and subsidiaries as of
February 28, 20¢ 93 and 2002 and the rvlatcd consolidated statements of operations; changes in stockholders™
equity ar:! cash, flows for, each of the. three yezars in the period ended February 28, 2003. Our audits also
included the ﬁnanc1al statement schedule listed in the index at Item 16(a). These financial statements and
schedule are the responsibility of the Company’s management. Qur responsibility is to express an opinion on
these financial statements: and schedule based on our audits.

We conducted“our audits in accerdance with auditing standards generally accepted in the United States.
Those standards require that we plan’ and perform the audit to obtain reasonable assurance about whether the
financial statements ‘are free of material m}sstatement An audit includes examining, on a test basis, evidence
supporting 'the amaunts! and disclosures in: the |financial statements. An audit also includes assessing ‘the
accounting' princi ples used and mgmﬁuant estlmates made by management, as well as evaluating the overall

financial statement’ prcsertanon We bchcve ‘that our audits provide a reasonable basis for our opinion.
| Sl i ‘
In our opm opw the’ vonsohdated wﬁnanmal staternents referred to above present fairly, in all material
respects, 'tEe c¢onolidated’ ﬁnanc1a1 posmon ’oﬁ Intervmce Inc. and subsidiaries at February 28, 2003 and 2002,

and the consohdated resu” ts of thelrw operatlons' and their cash flows for each of the three years in the period

ended February. 78‘,12003,,1n c.onforrmty w1th1 ac-.,ountmg principles generally accepted- in-the United States. -~

Also, in our opmlon“ ithe related financial sta ement schedule, when considered in relation to the basic financial
statcmems taken a‘b a wl“ole presents falrly ia all material respects the information set forth therein.

As clbcussed in Notes C and D and to the consolidated financial statements, respectively, effective
March 1, 2002 { the Company changed its method of accounting for goodwill and other intangible assets and
effective March l 2000 the Company changed its method of accounting for certain revenues.

B

8 ‘ :, ‘ o ERNST & YOUNG LLP

Dallas, Texas - '
May 5, 2003 1)
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INTERVOICE, INC.
CONSOLIDATED BALANCE SHEETS

February 28, February 28,
2003 2002

(In thousands, except share
and per share data)

ASSETS
Current Assets
Cash and cash equivalents ... ... ... i $ 26,211 $ 17,646
Trade accounts receivable, net of allowance for doubtful accounts of $2,527 in
2003 and $3,492 in 2002 . . . ... 25,853 40,783
InvVentory . 8,895 27,524
Prepaid expenses and other current assets ........... ... ... i 5,277 6,152
Deferred inCome taXes .. ..ottt e — 819
66,236 92,924
Property and Equipment
Land and buildings ............ e e e e e 16,708 19,530
Computer equipment and software . ...... ... . ... i i 32,660 30,379
Furniture, fixtures and other. . .. ... .. .. . ... . . . 2,667 2,328
Service eqUIPMENt . . ...t e 8,744 7,902
60,779 60,139
Less allowance for depreciation . .......... ... . it 40,406 33,787
20,373 26,352
Other Assets
Intangible assets, net of accumulated amortization of $32,218 in 2003 and ‘
$29.992 10 2002 . .. i 9,326 37,439
GoodwWill . . e 3,401 16,500
Other a888TS . .o vt e 1,655 2,153

$100,991 $175,368

Current Liabilities

Accounts payable. .. ... ... e $ 12,513 $ 22,661
ACCTUCH BXPEISES & o\ vttt e e 12,705 10,826
Customer deposits ... ..ottt e 9,061 5,963
Deferred INCOME . ... i 25,478 24,426
Current portion of long term borrowings ............ ... ... .. 3,333 6,000
Income taxes payable . ... ... . 6,240 4,162
69,330 74,038

Long Term Liabilities ... ... .. o e 836 1,916
Deferred Income Taxes .......ooueiiiiit i e 44 —
Long Term Borrowings .. ..... vttt i e i i e 15,778 23,980

Stockholders’ Equity
Preferred Stock, $100 par value — 2,000,000 shares authorized: none issued
Common Stock, no par value, at nominal assigned value — 62,000,000
shares authorized: 34,111,101 issued and outstanding in 2003, 34,029,180

issued and outstanding in 2002 . ... ... ... ... e 17 17
Additional capital . ........ . . . e 65,144 61,725
Retained earnings (accumulated deficit) .......... .. ... ... oL (46,768) 19,618
Accumulated other comprehensive 1oss ........... .. ... ... (3,410) (5,926)

14,983 75,434

$100,991 $175,368

See notes to consolidated financial statements.
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CONSOI‘IDATED STATEMENTS OF OPERATIONS

Fiscal Year Ended

February 28,

2003

February 28,
2002

February 28,

2001

(In thousands, except per share data)

$ 84,755 $126,379 $182,784
71,457 85,257 91,963
156,212 211,636 274,747
60,723 87,173 95,800
27,292 38,389 43,924
88,015 125,562 139,724
24,032 9 206 86,984
44,165 - 46,868 43,039
68,197 86,074 135,023
22,592 29,308 34,594
65,941 83,316 86,193
7,101 13,378 13,844
16,710 11,684 —_
(44,147) (51,612) - 392
(658) 1,433 22,435
(1,868) — —
(4,674) (4,939) (8,187)
(51,347) (55,118) 14,640
(752) (10,428) 5,124
$(50,595)  $(44,690) . $ 9,516
(15,791) — (11,850)
$(66,386)  $(44,690) $ (2,334)
$ (149 $ (1.34) $ 029
(0.46) — (0.36)

$ (1.95) $ (1.34) $ (0.07)
$ (149) $ (134) $ 028
(0.46) — $ (0.35)

$ (195 $ (1.34) $ (0.07)

See nozes t¢ consolidated financial statements.
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INTERVOICE, INC.
CONSOLIDATED STATEMENTS OF CHANGES IN STOCKHOLDERS’ EQUITY

Accumulated

Other
Common Stock Additional Unearned Retained Comprehensive
Shares Amount Capital Compensation Earnings Loss Total

(In thousands, except share data)

Balance at February 29, 2000 32,587,524 $16 $49,984 $(3,701) $ 66,642 $ (910) $112,031

Netloss ....c.ooooviin. — — —_ — (2,334) (2,334)
Foreign currency

translation adjustment .. — — — — — (3,145) (3,145)
Comprehensive loss. ... ... (5,479)
Exercise of stock options .. 532,123 1 3,060 — — — 3,061
Tax benefit from exercise

of stock options . ....... — — 3,311 — —_ — 3,311
Amortization of unearned

compensation, net of

forfeiture ............. (20,000) — (684) 2,390 — — 1,706

Balance at February 28, 2001 33,099,647 17 55,671 (1,311) 64,308 (4,055) 114,630

Netloss ................ —_ — — — (44,690) — (44,690)
Foreign currency

translation adjustment .. — — — — — (1,679) (1,679)

Cumulative effect on prior

years of adopting

Statement of Financial

Accounting Standards

No. 133, as amended,

net of tax effect of $261 — — — — — (425) (425)
Valuation adjustment of

interest rate swap hedge,

net of tax effect of

($143) ..o —_ — — — — 233 233
Comprehensive loss. . ..... (46,561)
Exercise of stock options . . 929,533 — 6,054 — — — 6,054
Amortization of unearned

compensation.......... — = o — 1,311 — — 1,311

Balance at February 28, 2002 34,029,180 17 61,725 - 19,618 (5,926) 75,434
Netloss ................ —_ — — — (66,386) — (66,386)
Foreign currency

translation adjustment .. — — — — — 2,324 2,324

Valuation adjustment of
interest rate swap hedge,
net of tax effect of

($118) ..o — — —_ — — 192 192
Comprehensive loss. .. .... {63,870)
Exercise of stock options .. 81,921 — 192 — — — 192
Tax benefit from exercise

of stock options . ....... — — 2,171 — — — 2,171
Issuance of warrants ... ... — = 1,056 — — — 1,056

Balance at February 28, 2003 34,111,101 $17 $65,144 $8  — $(46,768) $(3,410) $ 14,983

See notes to consolidated financial statements.
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Operating; actmues | :

Net IObh....!.‘.l ..... R PP T

AdJusmlents to reconule net loss to net cash provided by
operating autmtles
Deprt:c1at10n 4nd amortlzatlon
Gair on sale of investment
Deferred i 1ncome taxes (benefit)
Provision for doubttql ACCOUNTS «l v vvin e,
Write down: ofiinventories ... : .. ro i
Dlspc-sal of equlpment ............ U
Write off of gcodwﬂl and 1ntanglble assets
Loss on early extmgulshmcnt of debt ' acquisition costs .. ... ..

Changes in operc,tmg assets and hdjllltles
Accounts receivable ... ...... PP e e
Inventones‘.‘.z“‘.....‘ ......... T
Prepaid expenses and other assets ..... ..................
Accounts payable and accrued’ EXPENSSS . ..ot
Income taxes payable ........ e e
Cusicmer depdsits . ......... T e
Deferred income . ... .......... P
Other ... .. L ‘.U ..... e L. P

Net cash prov1ced by operating actlvmes .........................
Investing activities! o
Purchase of pnopPrty and equipment . 5L UL Lo e
Proceeds from sile of “nvestment 1), . /0 VI Lol
Proceeds frord sale Of fixed @SSCTS .. ...ttt
Purchused SOLEWATE . . . . o vt e et e e e e e

Other...... O R A A

Net cash: prov1ced by (wsed 1n) 1nvpst1ng act 1v1tles ..............
" R

Flnancmg ‘aCtIVlUCS ‘

Premium on early cxtmgulshmen’r of debt ...................
Exercise of stockioptions....... e e
Borrowings .;;J.‘.‘ ..... i e E e e

Net cask used in financing activities ... .. e
il .

Effect of exchange 'rate on cash ........... e

Increase (decreése) in cash and cash cqulvalents ...............
Cash and cash equivalerts, beginning of penod .................

Cash anc cash equ]valents end of pcrlod B
i \‘J' : I

CONSOLIDATED STATEMENTS OF CASH FLOWS

Fiscal Year Ended

February 28,  February 28,  February 28,
2003 2002 2001
(In thousands)
$(66,386)  $(44,690) $(2,334)
16,065 26,518 32,367
— —  (21,391)
2,200 {16,860) (5,550)
(774) 408 2,935
5,667 14,488 4,752
736 2,568 17
32,501 11,866 2,863
1,868 — —
17,788 31,835 18,074
12,353 (3,287)  (20,156)
2,494 4,365 2,313
(10,389) (6,314) (2,021)
1,804 818 3,891
2,943 (1,746) (280)
988 4,756 5,255
3,761 (4,309) 1,903
23,619 20,416 22,638
(4,169) (4,869) (5,866)
— — 21,391
1,890 — —
(323) (184) (704)
— — 2,800
(2,602) (5,053) ‘ 17,621
(44,869) = (19,657) (57,863)
(2,515) — —
(470) — —
192 6,054 3,061
34,000 — 7,500
(13,662)  (13,603)  (47,302)
1,210 (15) (319)
8,565 1,745 (7,362)
17,646 15,901 23,263
$ 26,211 $ 17,646 $15,901

o ‘ See notes to consolidated financial statements.
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INTERVOICE, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Note A — Description of Business

Intervoice, Inc. (together with its subsidiaries, collectively referred to as the “Company”™) is a leader in
providing converged voice and data solutions for the network and enterprise markets. Through its open,
standards based product suites, the Company offers speech-enabled IVR applications, multi-media and
network-grade portals, voicemail and prepaid calling solutions that allow network carriers and service
providers to increase revenue through value-added services and/or reduce costs through automation and that
allow enterprise customers to reduce costs and improve customer service levels. In addition, the Company
provides a suite of professional services including maintenance, implementation, and business and technical
consulting services that supports its installed systems. To further leverage the strong return on investment
offered by its systems offerings, the Company also offers enhanced communications solutions to network and
enterprise customers on an outsourced basis as an Application Service Provider, or ASP. For the fiscal year
ended February 28, 2003, the Company reported revenues of $156.2 million, with systems and services sales
representing approximately 54% and 46% of revenues, respectively.

Note B — Significant Accounting Policies

Principles of Consolidation: The consolidated financial statements include the accounts of Intervoice,
Inc. and its subsidiaries, all of which are directly or indirectly 100% owned by Intervoice, Inc. All significant
intercompany transactions and accounts have been eliminated in consolidation. Certain prior year balances
have been reclassified to conform to the current year presentation. Financial statements of the Company’s
foreign subsidiaries have been translated into U.S. dollars at current and average exchange rates. Resulting
translation adjustments are recorded in stockholders’ equity as a part of accumulated other comprehensive
loss. Any foreign currency transaction gains or losses are included in the accompanying consolidated
statements of operations.

Use of Estimates: The preparation of financial statements in conformity with accounting principles
generally accepted in the United States requires management to make certain estimates and assumptions that
affect the amounts reported in the financial statements and accompanying notes. Actual results could differ
from those estimates.

Cash and Cash Equivalents: Cash equivalents include investments in highly liquid securities with a
maturity of three months or less at the time of acquisition. The carrying amount of these securities
approximates fair market value. Interest income was $0.3 million, $1.1 million and $0.5 million in fiscal 2003,
2002 and 2001, respectively.

Inventories: Inventories are valued at the lower of cost or market. Inventories are recorded at standard
cost which approximate actual cost determined on a first-in, first-out basis. The Company periodically reviews
its inventories for unsaleable or obsolete items and for items held in excess quantities based on current and
projected usage. Adjustments are made where necessary to reduce the carrying value of individual items to
reflect the lower of cost or market, and any such adjustments create a new carrying value for the affected
items.

Property and Equipment: Property and equipment is stated at cost. Depreciation is provided using the
straight-line method over each asset’s estimated useful life. The range of useful lives by major category are:
buildings: 5 to 40 years; computer equipment and software: 3 to 5 years; furniture, fixtures and other: 5 years;
and service equipment: 3 years. Depreciation expense totaled $8.7 million, $12.7 million and $14.0 million in
fiscal 2003, 2002 and 2001, respectively.

Intangible Assets and Impairment of Long-Lived Assets: Intangible assets are comprised of separately
identifiable intangible assets arising out of the Company’s fiscal 2000 acquisition of Brite Voice Systems, Inc.,
and certain capitalized purchased software. Intangible assets are being amortized using the straight-line
method over each asset’s estimated useful life. Such lives range from five to twelve years. Amortization
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expense for these‘ ‘1,‘[ems totaled $7, 4 mllhon $11 3 million and $12.3 million in fiscal 2003, 2002 and 2001,

respectlvely In azcordance with the,provisions of Statement of Financial Accounting Standards No. 144,

Accounting for the Impazrmenz or Dzsposa; of Long-Lived Assets (SFAS No. 144), which the Company
adopted on March 1, 2002, and Statemem of Financial Accounting Standards No. 121, which was effective for
the Company s f‘is‘ﬁgl years 2002 and, ”001 the Company reviews its intangible and other long-lived assets for
p0551ble 1mpa1rment when events and mrcumstances indicate that the assets might be impaired and the
undlscounted prolcn,ted cash flows assomated with such assets are less than the carrying amounts of the assets.

In thoscj s1tua'c1l [nﬁ,uthe QOmDany reccgmzes [an 1mpa1rment loss on the intangible asset equal to the excess of
the canyl‘ng amount of the asset over the aobwt s fair value, generally determined based upon discounted
estimates of futLre cash flows. The Company recogmzcd impairment losses related to intangible assets totaling
$16.7 million ir fis¢al 2003 and $11.7 millior in'fiscal 2002. See “Note C — Change in Accounting Principle

for Goouyglll and cher Intangible Assets™.

The cost of ihternally develop-éd\sof‘twére products and substantial enhancements to existing software
products for sale ars expensed until technological feasibility is established, at which time any additional costs
would be capltallLed in accordance with Statement of Financial Accounting Standards (SFAS) No. 86.
Technological feasxblhty of a computer software product is established when the Company has completed all
planning dcs1gr1ng, codmg, and testing act1v1t1es that are necessary to establish that the product can be
produced to mcct‘lts design spemﬁcatlons mcludlng functions, features, and technical performance require-
ments. No costs, hd.VC been capitalized to date for internally developed software products and enhancements as
the Company’s’clitrent process for developing software is essentially completed concurrently with the
establishmlent of technological feasibility. The Company capitalizes purchased software upon acquisition when
such software is technologlcally feasible or if it has an alternative future use, such as use of the software in
different products or resale of the purohased scftware.

Goorz'azzll Th‘ Company’s goodwill also results from its fiscal 2000 purchase of Brite Voice Systems,
Inc. Under the provtslons of SFAS No. 141, Business Combinations, and SFAS No. 142, Goodwill and Other
Intangibiz Assets, whlch the Compa’w adopted on March 1, 2002, goodwill is presumed to have an indefinite
life and is \not SJP]CCI to annual amortization. Goodwill is subjected, however, to tests for impairment on at
least an annual b;‘l51s ard more frequently if .triggering events are identified on an interim basis. The
impairment review follows the two- -step approach defined in SFAS No. 142. The first step compares the fair

value of the Company, mth its carrymg amount mcludmg goodwill. If the faxr value exceeds the carrying

loompare the 1mpl1ed fair «alue of goodwill w1th the carrying amount of that goodwill. If the carrying amount
of goodw;ll exceed:T [the 1mphed fair. value of that goodwill, an impairment loss is recognized in an amount
equal to the lesser of that excess or the- carrymg amount of goodwill. See Note C for an expanded discussion of
the Company’s ﬁscal 2003 adoption of SFAS No. 141 and SFAS No. 142 and for a summary of impairment
charges rc_corded_ durmg the year.

Other Assets Other Assets are comprised of refundable deposits, deferred costs associated with one of
the Company’s r‘anaged services contracts, $0.6 million of restricted certificates of deposit and, in fiscal 2003,
$0.7 million of lengterm debt issuance costs. The CDs are pledged in support of certain letters of credit issued
on behalf of the Company to guarantee its performance under a long-term, international managed service
contract. The lettcrb\of Cl‘"‘dlt expire in December, 2003. The deferred costs associated with a managed service
contract will be n_qortlzed to expense through J uly 2003. The debt issuance costs will be amortized to expense
during fisc 1 2004, fiscal 7005 and fiscdl 2006.

Derzvatzves ' From July 1999 through October 2001, the Company used interest rate swap arrangements
to hedge the vanablhty cf interest pavments on. its variable rate credit facilities. While in effect, the swap
arrangcmcqts esscntlally converted the Compan)‘ s then outstanding floating rate debt to a fixed rate basis.
The Comnany te:,mmated its- swap drrangcments m October 2001 in response to the continued downward
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INTERVOICE, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

movement in interest rates during fiscal 2002 and had no derivative contracts in place as of February 28, 2002,
or 2003.

Prior to March 1, 2001, the Company did not assign a value to the interest rate swaps, and gains and
losses from the swaps were included on the accrual basis in interest expense. Effective March 1, 2001, the
Company adopted Statement of Financial Accounting Standards No. 133 — Accounting for Derivative
Instruments and Hedging Activities, as amended (‘“‘Statement No. 133”), which required that the Company
record an asset or liability for the fair value of its derivatives and that it mark such asset or liability to market
on an ongoing basis. Because the Company’s interest rat€ swaps were defined as cash flow hedges, changes to
the derivative’s market value were initially reported at the adoption of the Statement as a component of
accumulated other comprehensive loss to the extent that the hedge was determined to be effective. Such
changes were subsequently reclassified into earnings when the related transaction (the quarterly payment of
variable rate interest) affected earnings. Changes in market value attributable to the ineffective portion of a
hedge were reported in earnings immediately as incurred.

The Company had no other derivative instruments during fiscal 2003, 2002 and 2001.

Product Warranties: The Company provides limited warranties on the sale of certain of its systems in
the U.S. Such warranties cover routine bug-fixes and hardware problems and do not provide a right to system
upgrades and enhancements. The warranties are typically valid for one year. At February 28, 2003, the
Company's accrued warranty costs totaled $0.8 million.

Revenue Recognition. The Company recognizes revenue from the sale of hardware and software
systems, from the delivery of maintenance and other customer services associated with installed systems and
from the provision of its enhanced telecommunications services and IVR applications on an ASP (managed
service) basis. The Company’s policies for revenue recognition follow the guidance in Statement of Position
No. 97-2 “Software Revenue Recognition,” as amended (SOP 97-2), and SEC Staff Accounting Bulletin
No. 101 (SAB 101). The Company adopted SAB 101 effective March 1, 2000. See Note D — Change in
Accounting Principle for Revenue Recognition which describes the impact of that change on the fiscal 2001
operating results. If contracts include multiple elements, each element of the arrangement is separately
identified and accounted for based on the relative fair value of such element. Revenue is not recognized on any
element of the arrangement if undelivered elements are essential to the functionality of the delivered elements.

Sale of Hardware and Software Systems: Many of the Company’s sales are of customized software or
customized hardware/software systems. Such systems incorporate newly designed software and/or standard
building blocks of hardware and software which have been significantly modified, configured and assembled to
match unique customer requirements defined at the beginning of each project. Sales of these customized
systems are accounted for using contract accounting principles under either the percentage of completion
(POC) or completed contract methodology as further described below. In other instances, particularly in
situations where the Company sells to distributors or where the Company is supplying only additional product
capacity (i.e., similar hardware and software systems to what is already in place) for an existing customer, the
Company may sell systems that do not require significant customization. In those situations, revenue is
recognized when there is persuasive evidence that an arrangement exists, delivery has occurred, the fee is fixed
or determinable, and collectibility is probable. Typically, this is at shipment when there is no installation
obligation or at the completion of minor post-shipment installation obligations.

Generally, the Company uses POC accounting for its more complex custom systems. In determining
whether a particular sale qualifies for POC treatment, the Company considers multiple factors including the
value of the contract, the anticipated duration of the contract performance period, and the degree of
customization inherent in the project. Projects normally must have an aggregate value of more than $500,000
to qualify for POC treatment. For a project accounted for under the POC method, the Company recognizes
revenue as work progresses over the life of the project based on a comparison of actual labor inputs (labor
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hours worked)r(IO\curren estimates: of\total Iabor inputs required to complete the prOJect Project estimates are
rev1ewcd and updated ona quartcrly ba51’s Unblllcd recelvables accrued under this POC methodology totaled
2003 and 2002 ‘respectwely The Company ,(pects to bill and collect unbilled receivables as of February 28

2003 wulhm th,“\ neixt tw clve months

The ‘termsof imost POC prOJects wrequirc customers to make interim progress payments during the course
of the p"C]CCt ba‘s‘e‘d on thc Company $ comhletlon of contractually defined milestones. Such payments and a
written customcr ‘acknowledgement at the completlon of the project, usually following a final customer test
phase, x_vocumer the customer’s ceptance of the project. In some circumstances, the passage of a
contractJally defined time period or, ”he customcr s use of the system in a live operating environment may also

constlture\ final ‘acceptance of a prOJcct k

The Company uses ; completeq contract accountmg for smaller custom projects not meeting the POC
thresholds descnbed above. The Compan) also uses completed contract accounting in situations where the
technical | requlrements of a project|are so complex or are so dependent on the development of new

cchnolcv_es or the'uni Je a phcatmn‘of cnstmg technologies that the Company’s ability to make reasonable
8. q p g

estimates is in' douht or ‘where a sale is subject to unusual “inherent hazards” that make the Company’s
estimates ‘doubtf"ul‘ Such hazards are unr::latcd to, or only incidentally related to, the Company’s typical
activities and include situations wherc thc enforceablhty of a contract is suspect, completion.of the contract is
subject to[pendlnglthngc,uon or where the. syst ms produced are. subject to condemnation or expropriation-
risks. Tkese Iatterw\sltuatxonsw .are ext*ﬂemely rarc For all completed contract sales, the Company recognizes
revenue upon customer acceptance; as‘ ewdenced by a written customer acknowledgement, the passage of a

contractually denned tlme penod or' the customer s use of the system in a live operating environment.

0 I :

The Company gcne'ates a 51gn1ﬁ ant percentagc of its sales, particularly sales of enhanced telecommuni-
cations su‘wccs systems outside the United States Customers in certain countries are subject to significant
economic and polmcal chiallenges that aHCct itheir cash flow, and many customers outside the United States
are gcnerally ace ustomed~to vendor ﬁnancmg in the form of extended payment terms. To remain competitive
in markets' out31de thc United States. thc Coimipany may offer selected customers such payment terms. In all
cases, however, lh€ ‘Company only recogmzcs revenue at such time as its system or service fee is fixed or
determlmble collectlblhty is probablc and all other criteria for revenue recogmtlon have been met. In some
limited cases, this 3ollcy may result.in the Company recognizing revenue on a ‘“cash basis”, limiting revenue
recognition on certain sales of systems. and/ or services to the actual cash received to date from the customer,
provided that all other revenue rccosmtlon cntena have been satisfied.

'

Sale of Maznt\enance and Other Cus'cmer Services: The Company recognizes revenue from mainte-
nance and other cus omcr\servmes whea the services are performed or ratably over the related contract period.
All mgm-.cant cost¢ and expenses associated with maintenance contracts are expensed as incurred. This
approx1mates a rataale recognition of expcrses over the contract period.

Sale of Managed Services: The Company can provide enhanced communications solutions to customers
on an outsourced basis through its ASP (managed service) business. While specific arrangements can vary,
the Company genC‘ally builds a customlzed computer system to address a specific customer’s business need
and then ‘owns, momtors and mainainsithat’ system, ensuring that it processes the customer’s business
transactions in ac cerdance with defined spemﬁcatlons For its services, the Company generally receives a one-
time setup p fee pald at the beginning of the contract and a service fee paid monthly over the life of the contract.
Most contracts range from 12 to 36 manths in length

The Company combines the setup fee and the total service fee to be received from the customer and
Tecognizes reverue uatably over the term-of 'the ASP contract. The Company capitalizes the cost of the
computer system{s) used %o prov1de the service and depreciates such systems over the contract life (for assets
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unique to the individual contract) or the life of the equipment (for assets common to the general managed
service operations). All labor and other period costs required to provide the service are expensed as incurred.

Loss Contracts: The Company updates its estimates of the costs necessary to complete all customer
contracts in process on a quarterly basis. Whenever current estimates indicate that the Company will incur a
loss on the completion of a contract, the Company immediately records a provision for such loss as part of the
current period cost of goods sold.

Research and Development: Research and development costs are expensed as incurred.

Advertising Costs:  Advertising costs are expensed as incurred. Advertising expense was $1.2 million in
fiscal 2003, $1.4 million in fiscal 2002 and $1.5 million in fiscal 2001.

Income Taxes: Deferred income taxes are recognized using the liability method and reflect the tax
impact of temporary differences between the amounts of assets and liabilities for financial reporting purposes
and such amounts as measured by tax laws and regulations. The Company provides a valuation allowance for
deferred tax assets in circumstances where it does not consider realization of such assets to be more likely than
not.

Stock Compensation: The Company accounts for its stock-based employee compensation using the
intrinsic value method as defined in Accounting Principles Board Statement No. 25 (APB 25). Under this
approach, the Company recognizes expense at the grant date of an option only to the extent that the exercise
price of the option exceeds the fair value of the related common stock at the grant date. In practice, the
Company typically grants options at an exercise price equal to the fair value of the stock on the grant date,
and, accordingly, the Company typically does not recognize any expense upon the granting of an option.
Because the Company has elected this treatment, Statement of Financial Accounting Standards No. 123,
“Accounting for Stock-Based Compensation”, (“SFAS No. 123”) and Statement of Financial Accounting
Standards No. 148, “Accounting for Stock-Based Compensation — Transition and Disclosure” (SFAS
No. 148) require disclosure of pro forma information which provides the effects on net income (loss) and net
income (loss) per share as if the Company had accounted for its employee stock awards under the fair value
method prescribed by SFAS 123. Because options vest over several years and additional option grants may
occur in the future, however, the pro forma effects of employee stock options accounted for under SFAS 123
are not likely to be representative of the effects that may be derived from similar future calculations.

The fair value of the Company’s employee stock awards was estimated using a Black-Scholes option
pricing model with the following weighted-average assumptions for fiscal 2003, 2002 and 2001, respectively:
risk-free interest rates of 2.95%, 3.71% and 6.37%; stock price volatility factors of 1.11, 0.96 and 1.06; and
expected option lives of 2.73 years. The Company does not have a history of paying dividends, and none have
been assumed in estimating the fair value of the options. The weighted-average fair value per share of options
granted in fiscal 2003, 2002 and 2001 was $1.95, $7.44 and $5.02, respectively. A reconciliation of the
Company’s actual net loss and net loss per diluted common share to its pro forma net loss and net loss per
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diluted common\ share using the falr value' method of accounting for stock options for fiscal 2003 2002 and
2001 is as follows (in millions, except per share data):

‘l o B 2003 202 200
Net 10°s as reported P P R B P $(66.4) $(44.7) § (2.3)
Add: STO\Ck baced‘employee compenbanon expense included in reported net ‘
income, net: of’ related tax effect . ... B R —_ —_ —_
Deduct: total stoc‘k -baged employee compensatlon expense determined under k
fair Value m‘e‘t}‘)‘od n°t of related tax effect ............................ (2.5) (5.9) (7.0)
Pro forma net: loss. EREEEIT TR : ’ .. $(68.9) $(50.6) $ (93) ..
ar ‘l” S e e e e = . ToTr
Loss perwshare i ‘ SN ‘ ,
Basic -~ as repcrted Ll L $(1.95) $(1.34) $(0.07)
Basic -— prolforma .. .......0. 1.0 . $(2.02) $(1.51) $(0.27)
Diluts o — a8 rgported IR P $(1.95)  $(1.34) $(0.07)
Dlluted — pro forma. . . e ? $(2.02) S$(1.31) $(0.27)

Note C Change in Aecountmg Prmc:ple for Goodwill and Other Intangible Assets

EffCLthC March 1, 2002 the Compary adopted Statements of Financial Accounting Standards No. 141,
Business Combtnatlons and No. 1-\42, Goodml and Other Intangible Assets (the “Statements”). Statement
No. 141 reﬁnes the definition of what asse:s may be considered as separately identified intangible assets apart
from goodwill.' Statement No. 142 prov1des that goodwill and intangible assets deemed to have indefinite lives
will no longer be“amortlzed but er] lbe sub‘]eet to 1rnpa1rment tests on at least an annual basis.

In adoptrr-v rhe Statements, the! Companv first reclassified $2 7 mrlhon of intangible assets associated
with its assembled workforce (net of rzlated deZerred taxes of $1.4 million) to goodwill because such assets did
not meet; the new! criteria for separate 1dentmcatlon The Company then allocated its adjusted goodwill
balance of $19.2 rdllllon to its then existing Enterpnse and Networks divisions and completed the transitional
1mpa1rrrent tests requrred by Statement No: 142, The fair values of the reporting units were estimated using a
combination -of  the expscted present values'of future cash flows and an assessment of comparable market
values. A\b a re(ult .of these tests, the Company determined that the goodwill associated with its Networks
division' Was full 1mpcured and, accordlngly, it recognized a non-cash, goodwill impairment charge of
$15.8 million a3 the cumulatlve effect'on Frior ; vears of this change in accounting principle. This impairment -
resulted pnmanly\from the srgn1ﬁcant~deéhn‘e in Networks sales and profitability during the fourth quarter of
fiscal 201) ; and: related reduced forecasts for the division’s sales and profitability. Effective August 1, 2002, the
Company | combrned its divisions intc a srngle mtegrated organizational structure in order to address changing
market jemands ‘”nd global custormer requ: ‘rements. The Company conducted its required annual test of
goodwrll nnparrment dunng ‘the fourth quarter of fiscal 2003. No additional impairment of goodwill was

mdrcatec o “‘
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The changes in the carrying amount of goodwill for the years ended February 28, 2003 and 2002 are as
follows (in millions):

2003 2002
Balance at beginning of Year, €T . .. . ...\ttt i $16.5 $22.8
AMOTHZALION . . . L o Lo — (2.6)
Impairment Charge. .. ... o e e — (3.7)
Reclassification of assembled workforce, net of deferred income taxes, upon adoption of
SEAS NoO. 141 . 27 —
Transitional impairment loss upon adoption of SFAS No. 142 ........................ (15.8) —
Balance at end of Year. ... ... i e $ 34 $16.5

As required by SFAS No. 142, the following table of proforma net income (in millions) and earnings per
share presents summary results for fiscal 2003, fiscal 2002 and fiscal 2001 adjusted to exclude amortization
expense related to goodwill and intangible assets that are no longer being amortized as a result of the
Company’s adoption of SFAS No. 141 and 142,

For the Year Ended February 28

2003 2002 2001
Reported net 10SS .. ... i e $(66.4) $(447) $ (2.3)
Add back goodwill amortization ............ .t e — 2.6 2.9
Add back assembled workforce amortization................ .. . ... — 1.8 1.2
Adjusted net income (10SS) ... o .ottt e $(664) $(403) § 1.8
Basic earnings per share:
Reported net 10ss .. ..o i e e $(1.95) $(1.34) $(0.07)
Add back goodwill amortization .......... ... .. ... e — 0.08 0.09
Add back assembled workforce amortization. . ............. ... ... ... — 0.06 0.04
Adjusted net income (10SS) . ... o e $(1.95) $(1.21) §$ 0.05
Diluted earnings per share:
Reported net 10SS ... .ot e $(1.95) $(1.34) $(0.07)
Add back goodwill amortization .............. it i — 0.08 0.08
Add back assembled workforce amortization............ ... .. .. oL — 0.06 0.03
Adjusted net income (10S5) ... o\ vnt ettt e $(1.95) $(1.21) $ 0.05

If the Company had not been required to adopt the Statements effective March 1, 2002, the Company
would not have recognized the cumulative effect on prior years of a change in accounting principle of
$15.8 million but would have recognized approximately $4.1 million in additional amortization relating to
goodwill and other intangible assets. In such circumstances, the Company’s net loss for the year ended
February 28, 2003 would have been approximately $54.7 million, or $1.61 per share.
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Intil‘lglbICJLSSLtS other than gondwﬂl at February 28, 2003 and 2002 are comprised of the following (m

millions): . ‘
B e SR February 28, 2003

" ST S &

‘ ‘ “ ! R : Amortization Ca:r(;fsiig Accumulated Unamortized
Amortized lntangitle Assets j i L - g Period Amount Amortization Balance
Custoer relat10r< e . T 10 years  $18.6 $12.3 $6.3
Developcd techncl:)gy T LAY PRI S 5 years 202 17.9 23
Other mtanglbles ............. N 5-12 years 2.7 2.0 0.7

Totalh".;'. sl B Ca ....... $41.5 $32.2 $9.3
‘“1} o \“, o S S —=— =
o February 28, 2002
I i . Gross
\ Lo ! I Amortization Carrying  Accumulated Unamortized
Amortized Intangible Assets PR Period Amount Amortization - Balance
T R | i S
Customer, relations . ............ T e 10 years  $32.8 $ 9.0 $23.8
- Developed tech: 1ology Sl L PR 5 years 227 - 14.1 8.6
Assembled Workforce e L i e S years 9.2 5.1 4.1
Other mtanglblcs ‘ ......... 5-12 years 2.7 1.8 0.9
Total. R e EERRERIR $67.4 $30.0 $37.4

The. estlmdtcd amortlzatlon expense . attnbutable to these intangible assets for each of the next five years
and therzk‘after s ex follows (in m11hons)

Fiscil 2004‘.'.‘....‘_; ........ ........................................ $3.0
Fiscal 2005 ............. b e e e $1.6
Fiscal 2005. ... .. .. e F PR $1.2
Fiscal 2007.1.....0......... N I $1.1
Fiscal 2008. . ....\oveeenn. T $1.1
Thereafter ....... e U $1.3

During ﬁs« al 2003, the Company was, adversely affected by continuing softness in the general US
economv by extreme sofiness in the worldw1de network/telecommunications market and by political tensions
in parts of! Sout'} Amerlca and the Mlddle East. The Company experienced a second year of declining network
revenue .and s1gr1ﬁcantly reduced its estlmates of near term growth in revenue and net income for its networks
based products iAg 2 result, the Company: dPtﬂrmmcd that a triggering event, as defined in SFAS No. 144, had
occurred dunng“theifourth quarter of fiscal 2003 and accordingly, the Company evaluated its infangible assets
for ev1de'1g,e of 1mf)51rment Based on; the results of its review, the Company recognized impairment charges of

-$14.2 mll‘i‘lon Lnd "$2 S m11110n respecnvc:IV, ‘to reduce the carrying value of its customer relations and
developed- tcchnology mtanglble as:ets to th 1r respective fair values, which were based on estimated
discountcd future ‘cash flows.

Durng the fourth quarter of fiscal 2C02, the Company performed a comprehensive review of the
positioning of ali product; lines, including, lmcs brought forward from its fiscal 2000 merger with Brite. As a
result of decisions'made during that review, the Company performed impairment tests in accordance with its
stated policies on the Brite t-adename and on certain of the developed technology associated with the Brite
acquisition. Based jon these tests, the Company recorded impairment charges of $4.8 million and $3.2 million,
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respectively, to reduce the carrying value of these intangible assets and an additional charge of $3.7 million to
reduce the carrying value of goodwill associated with the impaired assets.

On September 15, 1998, the Company purchased a computer telephony software suite from Dronen
Consulting, Incorporated for $3.5 million in cash and 75,000 shares of the Company’s stock valued at
$1.5 million. The transaction was accounted for as an asset purchase. The full purchase price of $5.0 million
was being amortized over the software suite’s estimated useful life of five years. In fiscal 2001, the remaining
book value of approximately $2.9 million was written off to cost of goods sold as a result of the Company’s
decision to discontinue its AgentConnect product.

Note D — Change in Accounting Principle for Revenue Recognition

Effective March 1, 2000, the Company changed its method of accounting for revenue recognition in
accordance with Staff Accounting Bulletin No. 101, “Revenue Recognition in Financial Statements.” For
systems that do not require customization to be performed by the Company, revenue is now recognized when
there is persuasive evidence that an arrangement exists, when the related hardware and software are delivered
and any installation or other post-delivery obligation has been fulfilled, when the fee is fixed or determinable
and when collection is probable. Prior to the adoption of SAB 101, although the Company’s contracts often
included installation and customer acceptance provisions, revenue generally was recognized at the time of
shipment based on the Company’s belief that no significant uncertainties about customer acceptance existed.

For systems that require significant customization and where the completed contract method of
accounting is applicable, the Company now recognizes revenue upon customer acceptance. Prior to the
implementation of SAB 101, the Company recognized revenue on these systems upon completion of
installation and testing but prior to customer acceptance. The Company’s accounting for its complex,
customized systems sales using the percentage of completion methodology and for its revenues from services
was not affected by its adoption of SAB 101.

The cumulative effect of the change on prior years (which principally relates to changes relating to
customer acceptance provisions) resulted in a charge to operations of $11.9 million (after reduction for
income taxes of $6.4 million) which is included in results of operations for fiscal 2001. During fiscal 2001, the
Company recognized $22.4 million in revenue whose contribution to income is included in the cumulative
effect adjustment as of March 1, 2000.

Note E — Inventory

Inventory at February 28 consists of the following (in millions): _
2003 2002

Purchased parts .. ... ... vttt $5.0 $19.2
WOTK N PrOgIeSS « o\ttt ettt e e e 39 8.3
$89 8275

The Company recorded approximately $4.1 million and $10.9 million in special charges during fiscal 2003
and fiscal 2002, respectively, to reduce the carrying value of inventories. See Note K.
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Note F — A«“cxrued Expenses

Accrue"n expen5°s con31stcd of the fo Iowmg at February 28 (in millions):

il B ' y K : 2003 2002
A-ﬁcmed compensation ........... e $18 $46
D*Ihc:r.._.3\.‘\,’.......................7 ................................... 109 62

$127  $108

Note G Loanerm Borrowmgs
SE dan e
At February 28 2003 and "002 the Companys long-term debt was comprised of the following (in
mﬂhms)

February 28,
2003 2002

i
it

Mortgaze 10.:‘1, bearmg m‘erest pa)able monthly at the greater of 10.5% or the prime rate
plus 2.0%; prmc1pa1 due May 2%, 2003 .......................................... $105 § —

Amoriizing t“rm loan, principal due i 1n equal ‘monthly installments of approximately
$0.3 million througn July 2005 with final payments totaling approximately $0.6 million
in ALgust 2005; interest payable monthly, accruing at a rate equal to the prime rate

plus 2.75%: (/ {)% at'February 28, 2003‘ T 3.6 —
Amomzmg term loan, refinanced ir full durmg fiscal 2003 ... — 225
Revol» mg credlt repaid in full durng the ‘sc,ond quarter of fiscal 2003; terminated by

Cornpany m August 2002 in antlupatlon of subsequent refinancing ......... e = 15
Total debt outsmndmg ......... oL e 19.1 30.0
Less: currentp\o\r&non \ ...................................... ool (33) _(6.0)

Long-term debt et of current pOT"lOﬂ ............................................ $15.8 $24.0

Restructurmg of ﬁscul 2002 debt

Dring ﬁacal 2003, the Company res: ructured its long-term debt that was outstanding as of February 28,
2002. In connection with this restructuring, the Company entered into the $14.0 million mortgage loan
describzd below, issued $10 million in convertible notes (subsequently repaid in full) and related warrants as
further describec below and, using procseds from these new notes and available cash, repaid in full all
amounts then outstanding under the prior debt agreements. Subsequently during fiscal 2003, the Company
entered into a‘new term loan and revolving cradit agreement, described below, using the proceeds from the
new term loan to'repay the convertible notes and related accrued interest and early termination premiums.

Mortgage Loan

In May 2002 the Company entered. into a $14.0 million mortgage loan secured by a first lien on the
Company’s Dallas headquarters. Proceeds from the loan were used to partially repay amounts outstanding
under the amortizing term loan that =xisted; at the time. In October 2002 and February 2003, the Company
amended the moftgage loan to modify a minimum net equity covenant contained in the loan agreement.
Under the amended loan, the Company must have at least $5.0 million in net equity at the end of each of its
fiscal quarters begmnmg with the quarter ending August 31, 2004. In connection with these amendments, the
Company prepaid $3.5 million of the original principal amount outstanding under the loan. The mortgage loan
contains cross- def\ault provisions with respect to the Company’s new term loan and revolving credit agreement,

he et \ ;
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such that a default under the credit facility which leads to the acceleration of amounts due under the facility
and the enforcement of liens against the mortgaged property also creates a default under the mortgage loan.

New Term Loan and Revolving Credit Agreement

In August 2002, the Company entered into a new credit facility agreement with a lender which provided
for an amortizing term loan of $10.0 million and a revolving credit commitment equal to the lesser of
$25.0 million minus the principal outstanding under the term loan and the balance of any letters of credit
($16.4 million maximum at February 28, 2003) or a defined borrowing base comprised primarily of eligible
U.S. and U.K. accounts receivable ($0.3 million maximum at February 28, 2003). As noted above, proceeds
from the term loan were used to retire the convertible notes outstanding at the time the Company entered into
the credit facility and to provide additional working capital to the Company.

Any advances under the revolver loan will accrue interest at the prime rate plus a margin of 0.3% to 1.5%,
or at the London Inter-bank Offering Rate plus a margin of 3% to 4%. The Company may request an advance
under the revolver loan at any time during the term of the revolver agreement so long as the requested advance
does not exceed the then available borrowing base. The Company has not requested an advance under the
revolver as of the date of this filing. The term loan and the revolving credit agreement expire on August 29,
2005.

The new credit facility contains terms, conditions and representations that are generally customary for
asset-based credit facilities, including requirements that the Company comply with certain significant financial
and operating covenants. In particular, the Company is initially required to have EBITDA in minimum
cumulative amounts on a monthly basis through August 31, 2003. While lower amounts are allowed within
each fiscal quarter, the Company must generate cumulative EBITDA of $5.0 million and $9.0 million,
respectively, for the nine and twelve month periods ending May 31, 2003 and August 31, 2003. Thereafter, the
Company is required to have minimum cumulative EBITDA of $15 million and $20 million for the 12-month
periods ending November 30, 2003 and February 29, 2004, respectively, and $25 million for the 12-month
periods ending each fiscal quarter thereafter. The Company is also required to maintain defined levels of actual
and projected service revenues and is prohibited from incurring capital expenditures in excess of $4.0 million
for any fiscal year beginning on or after March 1, 2003 except in certain circumstances and with the lender’s
prior approval.

Borrowings under the new credit facility are secured by first liens on virtually all of the Company’s
personal property and by a subordinated lien on the Company’s Dallas headquarters. The new credit facility
contains cross-default provisions with respect to the Company’s mortgage loan, such that an event of default
under the mortgage loan which allows the mortgage lender to accelerate the mortgage loan or terminate the
agreement creates a default under the credit facility. As of February 28, 2003, the Company was in
compliance with all financial and operating covenants.

Convertible Notes, Warrants and Registration Requirements

On May 29, 2002, the Company entered into a securities purchase agreement, by and among the
Company and the buyers named therein, pursuant to which the buyers agreed to purchase convertible notes in
an aggregate principal amount of $10.0 million, convertible into shares of the Company’s common stock, and
warrants initially exercisable for an aggregate of 621,304 shares of the Company’s common stock at an
exercise price of $4.0238 per share. The fair value ($1.1 million) of the warrants issued by the Company was
recorded as a discount on the convertible notes.

The securities purchase agreement obligated the Company to seek shareholder approval of the potential
issuance of common stock upon the conversion and exercise, respectively, of the convertible notes and
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| “
warrant lto the extent such issuance equal> or exceeds 20% of the Company’s outstandmg shares. The
Compasy obtalned such approval at its annual meeting in August 2002.

Amortizatiom a‘nd Repayment of Convertible Notes

The ‘convertlble notes were scheduled to be repaid in monthly installments of principal in the amount of
$1.0 mitlion, plus accrued interest on the appln,able installments at 6% per annum, commencing September 1,
2002. The terms of the converttble riotes allowed the Company, at its option, to make payment in cash or,
througk a partial, iconversion of the convertible notes, through the Company’s issuance of common stock. The
convertible notes also allowed the Company, 'subject to certain conditions, to redeem some or all of the
principzl amotnt'of the convertible aotes in ‘excess of current monthly installments for a cash amount equal to
the sum of 105% cf the principal amount being redeemed plus accrued interest at 6% per annum with respect
to the : :rmc1pdl amount In September 2002, the Company made its first scheduled principal payment of
$1.0 m-ihon urdé‘r the convertible. notes. and then subsequently repaid the remaining $9.0 million principal
~ balance outstandmg under the converttble notes along with accrued interest and a repayment premium of
apprommately $O 3 million using the proceeds of the new $10.0 million term loan discussed above

i
il R - i e Ly

Warrants !

In connectior with'the sale of the ‘convertible notes, the Company issued warrants to the buyers. The
warrants give the holders the right 'to purchzse from the Company, for a period of three years, an aggregate of
621,304 shares of the Company’s comimon stock for $4.0238 per share as of the date of issuance. Under certain
circumstances, this “purchase” may be accomplished through a cashless exercise. Both the number of
warrants ‘and he exercise price of the watrants are subject to antidilution adjustments as set forth in the
warrants. If the Company is prohibited from issuing warrant shares under the rules of the Nasdaq National
Market, the Company must redeem for cash those warrant shares which cannot be issued at a price per
warrant share equal to the difference ' between he weighted average market price of the Company’s common
stock on the date of atLCmpth exerc1se and the applicable exercise price. The Company’s obligations under
the warrents remdin in Iorce and are unaﬂ”ectcd by the redemption in September 2002 of the convertible notes.

‘ NI SR R
Regtttratton Requtremems .

i R N I A1

Ttz Company and the buyers also entered into a registration rights agreement, dated as of May 29, 2002,
pursuant'to which' the Company hazs filed & fegistration statement on Form S-3 covering the resale of the
warrant shares. The registration statement became cﬂectlve on June 27, 2002.

Costs' 4ssocmted wzth the Reﬁnancmgs

During ﬁacal 2003, the Company incurred a total of approximately $1.5 million in new debt issuance
costs, consisting prlmanly of investment banking and legal fees, to establish the new term loan and revolving
credit agreement and the mortgage loan. Such costs were capitalized and are being charged to interest expense
over the life of the related debt obligations. In connection with the restructuring of its fiscal 2002 debt, the
Company wrote off to interest expense $0.4, million in unamortized debt issuance costs related to the retired
term loan and incurred approx1mately $1.2 mllhon in new debt issuance costs associated with the convertible
notes and war*anHtP Dunng the third qudrter of fiscal 2003, the Company recognized a loss of approximately
$1.9 rntlhon on the early extmgu]shment of the convertible notes. The loss includes the cost of the early
conversion premium discussed above as well as the non-cash costs to write off the unamortized debt issuance
costs and unamortized discount associated wita the convertible notes. In accordance with the early adoption
provisions of recently issued Statement of Financial Accounting Standards No. 145 (“SFAS 145”) governing
the classification of gains and losses on the early extinguishment of debt, the Company has presented the loss
on the early extinguishment of its convertible notes as an element of other operating expenses in its
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consolidated statement of operations. Prior to the enactment of SFAS 145, this loss would have been reflected,
net of tax, as an extraordinary item,

Use of Interest Rate Swap Arrangements

From July 1999 through October 2001, the Company used interest rate swap arrangements to hedge the
variability of interest payments on its variable rate credit facilities. While in effect, the swap arrangements
essentially converted the Company’s then outstanding floating rate debt to a fixed rate basis. The Company
terminated its swap arrangements in October 2001 in response to the continued downward movement in
interest rates during fiscal 2002 and had no derivative contracts in place as of February 28, 2003 and 2002.

Note H — Income Taxes

Income (loss) before income taxes and the cumulative effect of a change in accounting principle
attributable to domestic and foreign operations was approximately $(51.7) million and $0.4 million,
respectively, in fiscal 2003, $(56.9) million and $1.8 million, respectively, in fiscal 2002, and approximately
$(12.7) million and $27.3 million, respectively, in fiscal 2001.

Details of the income tax provision (benefit) attributable to income (loss) before income taxes and the
cumulative effect of a change in accounting principle are as follows (in millions):

2003 2002 2001
Income tax provision (benefit):
Current:
Federal .. ... o $(2.3) $§ 44 $(5.0
St .o — 0.3 0.6
Foreign . .o (0.7) 1.8 8.6
Total current ... o i e (3.0) 6.5 4.2
Deferred:
Federal ... ... 1.4 (12.8) 0.9
At o -— (34) —
Foreign . ... 0.8 (0.7) —
Total deferred . ....... ... . 2.2 (16.9) 0.9

$(0.8) $(104) $ 5.1




e

W . INTERVOICE, INC.
- NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

A reconuhatlon \cf the Company s mcome taxes (benefit) with the United States federal statutory rate is

lll

as follo\ws (1@ m}lhons) T
‘ ' _2003 2002 2001
Federal mcome taxes (beneﬁt) at <t¢tut0ry Tates ... $(18.0) $(19.3) $5.1
Operatmg istes and credit darryforwards not benefited............ R £ —
C hange m‘US federal tax law] net of Félated IRS audit issues. . ... ... (3.0) — —
C h‘ange m valuation atlowance. . . . . .. e e .22 — —
Ge odw111 ”Hmrtmatlon and f&qgalrﬁ;e‘r;t r .......................... o= 22 1.0
Effect of moa-US frates .. PULL LT - 05 (L0)
R\,search and development tax* credn e e — — (L0
St ate ta,\es net of federal eff-:ct K .......................... — — 0.7
ot}}ler L \” ....... e .‘.‘ ..... e (0.1 (L5 03
A | $ (08) $(104) $5.1

Ircome taxes (refunda) net of $(7 9) million, $4.1 million and $(6.9) million were paid (received) in
fiscal -003 20 2rand 2001, respes,nvely‘

On{March 7 2002; United States tax law' was amended to allow companies which incurred net operating
losses in 2001 and 2002 to carry such losses back a maximum of five years instead of the maximum of two
years pr¢v1ous.y allowed As a result of this change, during the first quarter of fiscal 2003, the Company used
$21.5 million of its previously reported net cperating loss carryforwards and $0.4 million of its previously
- reportedytax credit carryforwards and reg,ogmzcd a one-time tax benefit of $7.9 million, of which $2.2 million
was rec ogmzed a@ addmonal capxtdl asso 1.1ted with previous stock option exercises.

The Company 8 ff,deral incortie tax returns for its fiscal years 2000 and 2001 are currently being audited
by the Intemal Revenue Service. The Company has tentatively agreed to proposed adjustments from the IRS
challengmg certam positions taken by the Company on those returns. Although resolution of the issues is still
suchct to ﬁnal rcv1ew by the Joint Committee on Taxation, it is probable that as a result of these proposed
adjustrucnts the! Compdny will lose the ability to carry back approximately $5.4 million in net operating losses
generated in facal 2001. If this occurs, the Company will be required to repay up to $2.0 million of refunds
prev1ouily recuved frc:m the IRS plus accrued interest. The Company has recorded a charge for these
probable. adjummcnts a3 part of its net tax provision (benefit) for fiscal 2003. The Company expects final
resolutlon of t}de \%\slsue and cash settiement with the IRS to occur during the first half of fiscal 2004. Any net
operatlng losses which ultlmately cannot be carried back to prior years under the settlement with the IRS may
be carried forward to future years,
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Deferred taxes result from the effect of transactions which are recognized in different periods for financial

and tax reporting purposes. Significant components of the Company’s deferred tax assets and liabilities are as
follows at February 28 (in millions):

2003 2002
Deferred Tax Assets:
Net operating loss carryforwards .......... ... ... .. i $158 $ 9.7
Tax credit carryforwards .. ... . i 5.6 5.0
Inventory . ... e 24 4.5
ACCIUEd BXPEIISES . . oo\t e ittt et e e e e 2.8 4.3
Deferred revenue .. ... 1.0 —
Allowance for doubtful accounts ........ .. ... .. ... . i 0.7 1.0
Depreciation and amortization . ............ it e 23 1.0
Other OIS . . . oLt teea 2.3 2.6
Total deferred tax assets . ...t e 329 28.1
Valuation allowance . . ... (29.3) (14.3)
Net deferred tax assets ..................... ST 3.6 13.8
Deferred Tax Liabilities:
Acquisition-related identified intangibles................ .. .. ... ... (3.0) (12.8)
Other ItemS . .. . (0.6) {0.2)
Total deferred tax liabilities . ...... ... ... . ... i (3.6) (13.0)
Net deferred tax asSets . ...ttt ettt e e $ — §$ 08

At February 28, 2003, the Company had U.S. net operating loss carryforwards totaling $45.0 million,
including $13.7 million which will expire in 2022 and $31.3 million which will expire in 2023. The Company
also had $4.3 million and $1.3 million in research and development and foreign tax credit carryforwards,
respectively, at February 28, 2003. If unused, the R&D tax credit carryforwards will begin to expire in 2019,
and the foreign tax credit carryforwards will begin to expire in 2005.

The Company has established a valuation allowance of $29.3 million against its net deferred tax assets,
including the carryforwards described above. The Company believes the existence of losses in its
U.S. operations and the dependency of its international subsidiaries on continuing U.S. operations prevent it
from concluding that it is more likely than not that its deferred tax assets will be realized. If some or all of
such reserved deferred tax assets are ultimately realized, approximately $1.8 million of the valuation allowance
reversal related to stock option deductions will not provide future benefit to income but rather will be credited
to additional capital.

In fiscal 2002, the Company did not provide a valuation allowance for deferred assets associated with its
foreign subsidiaries. In providing such a reserve during fiscal 2003, the Company recognized tax expense
totaling $0.8 million to increase the valuation allowance for net foreign deferred tax assets that existed at
February 28, 2002. During fiscal 2003, and as further discussed in Note C, the Company reduced its deferred
tax liabilities by $1.4 million in connection with the reclassification of its assembled workforce intangible asset
to goodwill. As a result of this transaction, the Company increased the valuation allowance associated with its
U.S. net deferred tax asset by $1.4 million.
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NoterI—Stocl\holders Equltyw ER T

The Conpany has five plam under WhICh options may be issued to employees and/or non- -employee
members of whe‘Company $ Boam‘ of Dlrectors As of February 28, 2003, 6,631,881 shares of common stock

il
were -eserved fo- futu*e issuance: under all ontron plans as follows:

i r ] i H ; e Shares Available For

\ :
;Y;[ ‘;H . \; . 0 i -Outstanding - - Future Stock
i

Plan Name \j” ‘ ; ) O Stock Options.  Option Grants
T Tl it o
1990 Enployee Stock Optlon Plan0r o 1,613,960 —
1990 Non- Employee Optlon Plan: ... 76,000 —
1998 Employee Non-Qualified Plan . T 407,500 85,919
1999 Non- Quahﬁcd Plan.......... R 3,413,546 408,231
Employee Stock Purchase Pldn P ........................ 498,369 - 128,356
Total ... ... SUUUI PR 6,009,375 622,506
i A

Optrons‘outstandmg at Februdry 28, 2003 are summarized as follows:

‘I\f

ik f.l - el e Weighted Average

;1 o . DL Remaining
{ 5 ‘ e v e Weighted Average Contractual Life
| e i [Exercise Prices i Shares Exercise Price in Years
$1.02 —$4.83 1,943,479 $ 2.65 5.74
$5.00 — $6‘.97 ' 1,748,060 $ 5.84 6.50
$7.52 — $34.41 2,312,836 $12.12 6.13
6,009,375

Cptions 1ex;effr;cisabl;e at Februyary 28, 200% are summarized as follows:

Weighted Average

‘ ‘ Vi . i ;
|

| ) Remaining
S ' ‘ Lo BT Weighted Average Contractual Life
. :‘u Exercise Prices { " Shares Exercise Price in Years
$4.50 —$5.15 . 1,149,435 $ 492 4.67
$6.06 —$9.73 1,265,845 $ 7.20 7.20

| $10.33 — $34.41 1,514,208 $13.18 5.42
MR 3,929,488 ‘

RN I o
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1990 Employee Stock Option Plan

A stock option plan is in effect under which shares of common stock were authorized for issuance by the
Compensation Committee of the Board of Directors as stock options to key employees. Option prices per
share are the fair market value per share of stock, based on the closing per share price on the date of grant.
The Company has granted options at various dates with terms under which the options generally become
exercisable at the rate of 20%, 25% or 33% per year. Options becoming exercisable at 33% per year expire six
or ten years after the date of grant. Options becoming exercisable at 20% or 25% per year expire ten years after
the date of grant.

Weighted Average
Exercise Price

Shares Per Share
Balance at February 29,2000 ...... ... ... ... . ... oo 2,207,765 $6.31
Granted ... ... . 253,000 7.41
Exercised .. ... .. (391.,492) 4.97
Forfeited . ... ... (145,971) 5.17
Balance at February 28, 2001 ........ ... ... .. v ... 1,923,302 $6.82
Granted ... ... — —_
Exercised . ... ... e (229,184) 5.05
Forfeited . . ... .. . (22,234) 6.65
Balance at February 28,2002 ......... ... ... ... . ... 1,671,884 $7.06
Granted . ...... .. . — —
Exercised ... ... e (14,286) 4.92
Forfeited . ... . o e {43,638) 4.92
Balance at February 28,2003 ........ ... ... ... . ... 1,613,960 $7.14

|

Options for a total of 1,613,960 shares were exercisable at an average price of $7.14 at February 28, 2003.

1990 Non-Employee Option Plan

Under the 1990 non-employee stock option plan, nonqualified stock options were issued to non-employee
members of the Company’s Board of Directors in accordance with a formula prescribed by the plan. Option
prices per share are the fair market value per share based on the closing per share price on the date of grant.
Each option became exercisable within the period specified in the optionee’s agreement and is exercisable for
10 years from the date of grant.

Weighted Average
Exercise Price

Shares Per Share
Baiance at February 29, 2000 ... ... ... ... . i 92,000 $7.08
Exercised . .. ..o i e (8,000) 4.25
Balance at February 28, 2001 ........... ... ... .. .. 84,000 $7.35
Granted . ... ... e — —
Exercised . ... .. . e (8,000) 6.97
Balance at February 28,2002 ............ .. ... .. ... . ... 76,000 $7.39
Granted . ... . e e — —
Exercised . ... ..o e — —
Balance at February 28, 2003 ... ... ... .. 76,000 $7.39

Options for a total of 76,000 shares were exercisable at an average price of $7.39 at February 28, 2003.
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1992 Empl;yee Non- Qualtﬁed PJ.‘an L

Dunng ﬁ‘Cc] 1999, the Company adoptod a stock option plan under which shares of comthon stock may

be aut“orlzed foriissuance by theJCompensatlon Committee of the Board of Directors as non-qualified stock

options to kev: employees Option . prices per share are the fair market value per share of stock based on the
average of the hlgh and'low price per share‘ on:the date of grant. The Company has granted options at various
dates ‘Vlth ter mb‘*undcr Wthh the options become exercisable at a rate of 25% or 33% per year and are

exerc1<ab1e for a *)erlod of ten yedra ‘after the date of grant.

B Sl ; N Weighted

o ‘ IR Average Exercise

! ‘lﬂ “ P Shares Price Per Share
ulance at Fcbmary 29, 2000 e 844,924 $6.24
Crranted ..................... T S — —
E‘xercbcd....._:..‘......1,7 ..... S {60,418) 4.98
‘Forfeit‘e'di“.t. el F (67,501) 6.53
Balance 4t Februdry 28,2000 717,005  $6.47
Granted [............... L — .
Exercued. i e (328,671) 7.03
lForfc1tcd ....... R e (12,916) 9.27
Bzlance at F brua*y 28,2002 1 375,418 $5.83
Granted ... ... .. e 87,000 243
Exerde‘.] e (3,750) 4.88
Forfeited ... .. R e e (51,168) 8.87
B;Idnce at Fcbruory 28,2003 14t 407,500 $4.73

Optlons for - total of 319,250 shares were‘ exercisable at an average price of $5.31 at February 28, 2003,

| b i o i -

1999 Non- é’,u‘z')f,ﬁed Plan o
Durmg ﬁLLa‘{ 2000, .the Company adoptcd a stock option plan under which shares of common stock may
be authorlzed forJ issuance by the Comp\,nsanon Comnmittee of the Board of Directors as non-qualified stock
options | to key cmp]oyegs and non- cmployee members of the Company’s Board of Directors. Option prices per
share dre the fdr‘markﬁt value per sharelof stock based on the average of the high and low price per share on
the date of grant .The Company has granted options to employees at various dates with terms under which the
options becomc exerc1sable at a rate of 25% or 33% per year and are exercisable for a period of ten years after
-the date of grant. In addition, the Lomp;my has granted options to non-employee directors at various dates
with terms undsr Whlch the options become exercisable within the period specified in the optionee’s agreement

and are exercisable for a period of ten years 1rom the date of grant.

i | A Weighted Average
. Exercise Price

‘ Shares Per Share

Balance at Fcbruary 29 2000 DR 1,503,000 $14.88
Granted 0., 0. . L. T 2,458,000 7.92
}bxerc1s<.d‘ b R LT (10,000) 6.88

Forfcltcd R T (541,063) 10.99
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Weighted Average
Exercise Price

Shares Per Share

Balance at February 28,2001 ......... ... ... . ... . . ... 3,409,937 $10.50
Granted .. ... ... 259,000 11.47
Exercised .......... ... .. ... ..., R, [ (168,223) 8.27
Forfeited .. ... .. .. (317,398) 11.37
Balance at February 28,2002 . ...... ... ... iy 3,183,316 $10.62
Granted ... ... .. 907,750 1.86
Exercised ... e — —
Forfeited . .. ... {677,520) 10.33
Balance at February 28,2003 ...... ... .. ... .. . 3,413,546 $ 8.35

Options held by employees and non-employees for 1,860,278 and 60,000 shares, respectively, were
exercisable at an average price of $10.90 at February 28, 2003.

Employee Stock Purchase Plan

The Company has adopted an Employee Stock Purchase Plan under which an aggregate of
1,500,000 shares of common stock may be issued. Options are granted to eligible employees in accordance
with a formula prescribed by the plan and are exercised automatically at the end of a one-year payroll
deduction period. The payroll deduction periods begin either January 1 or July 1 and end on the following
December 31 and June 30, respectively. No grants were made for the period beginning July 1, 2002 pending
shareholder approval of an increase in aggregate shares available for issuance under the plan. Such approval
was given at the annual meeting held August 28, 2002. Option prices are 85% of the lower of the closing price
per share of the Company’s common stock on the option grant date or the option exercise date.

Weighted Average
Exercise Price

Shares Per Share

Balance at February 29,2000 ... ....... ...t 90,244 $15.50
Granted ................ .. ..... e 236,505 5.80
Exercised. .. ... (62,213) 7.93
Forfeited . ... ... . e (28,031) 7.12
Balance at February 28,2001 ......... .. ... ... . ... 236,505 $ 5.80
Granted . ... 130,518 10.29
Exercised ... ... .. e (194,455) 5.84
Forfeited ... . o (42,050) 5.62
Balance at February 28,2002 ... ... .. ... . .. ..., 130,518 $10.29
Granted . .. ... P 498,369 1.84
EXEICISEA .+« oo e ottt (63,885) 1.62
Forfeited ... ... . e (66,633) 1.69
Balance at February 28, 2003 ... ... ... ... . ..., 498,369 $ 1.84

As of February 28, 2003, no options were exercisable under this plan.
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Re: trtcted Stock Plan

Durmg ﬁscal 1996, the Company adopted a Restricted Stock Plan under which an aggregate of
1,000,000 sharcs may be issued. Shares issued to senior executives are earned based on the achievement of
certain’ targeted share pricss and the continued service of each executive for a two-year period after each target
is met. Sharea are available for amual grants to other key executives as a component of their annual bonuses
on the achxevement of targeted anrual earnings per share objectives and the completion of an additional two

years of service after the grant.
&l SNl o
Actmty related <o reotncted stock is.as follows:

Senior
Executive

: ; Plan
Balance at Febrvary 29,2060 .. .... R P 154,078
Forfelted ........ S R SR (20,000)
Vested ............... N (46,914)
Balance at February 28, 2001 ....... e 87,164
Vested ... e (87,164)

Balance at February 28, 2002 ... ... D —

Shares forfeited in fiscal 2001 had been granted at a weighted average share price of $34.22. There was no

- activity durmg ﬁscal 2003 in the R stric;ted Stock Plan. At February 28, 2003, 770;570 shares were teserved

0l
for futire resmcted stcjck grants.

Prefer red Snave Pur(hase nghtv ‘

] I . b

One Pretqqu Share Purchase nght is attached to each outstanding share of the Company’s common
stock. The r1ghm will .become exercisable upon the carlier to occur of ten days after the first public
announcement’ that a person or group has acqulred beneficial ownership of 20 percent or more, or ten days
after a person or group announces a tender offer that would result in beneficial ownership of 20 percent or
more, of the Company’s outstanding common stock. At such time as the rights become exercisable, each right
will entitle its' holder to purchase’ one eight-hundredth of a share of Series A Preferred Stock for $37.50,
subject to adjustment. If the Comgany is acquired in a business combination transaction while the rights are
outstandmg, each right will entitle its holcer to purchase for $37.50 common shares of the acquiring company
having awmarket value of $75. In admtlon 1f a person or group acquires beneficial ownership of 20 percent or
more of the Company s outstanding ; ~ommon stock, each right will entitle its holder (other than such person or
members of such’ ‘group) to purchase, for $37 50 a number of shares of the Company’s common stock having

a market valuet of $7s. Furthermore at aqy tlme after a person .or group- acquires -beneficial ownership-of

20 percmt or mo}re (but less than 30 pcrccnt) of the Company’s-outstanding common stock, the Board of

Dlrectors may, at'its option, exchaage part or’ ell of the rights (other than rights held by the acquiring person
or group) for shares of the Comoanys common stock on a one-for-one basis. At any time prior to the
acquisition of such a 2¢ percent position, the Company can redeem each right for $0.00125. The Board of
Directoss'is also éLthonLed to reduce the 20 percent thresholds referred to above to not less than 10 percent if,
in its judgement, it is to the Company’s benefit to do so. The rights expire in May 2011.

Subsequent Event

Effective Apn'l 22, 2003, the Company granted options to employees to purchase approximately
538,000 shares of common stock under its 1998 and 1999 Non-Qualified Plans at an option price of $1.88 per
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share. The options become exercisable at a rate of 33% per year and are exercisable for a period of ten years
after the date of grant.

Accumulated Comprehensive Loss

Changes in accumulated comprehensive loss are as follows (in millions):

Foreign FAS 133
Currency Derivative
Traunslation Liability
Adjustments  Adjustments Total
Balance at February 29,2000 . ...... ... ... .. it $(0.9) $ — $(0.9)
Foreign Currency Translation Adjustments. ............... (3.1) — (3.1)
Balance at February 28,2001 .......... ... ... ... ... ...... (4.0) — (4.0)
"Foreign Currency Translation Adjustments................ (1.7) — (1.7)
Cumulative Effect of Adopting FAS 133, net of tax effect of
B0 — (0.4) (0.4)
Reclassification of derivative losses into earnings, net of tax
effect of $(0.1) ... .. o — 0.2 0.2
Balance at February 28,2002 . ............ ... ............ $(5.7) $(0.2) $(5.9)
Foreign Currency Translation Adjustments................ 2.3 — 2.3
Reclassification of derivative losses into earnings, net of tax
effect of $(0.1) .. ... o — 0.2 0.2
Balance at February 28,2003 . ......... ... ... ... ... ..., $(3.4) $ — $(34)

ll

Note J — Leases

Rental expense, before the effect of special charges discussed in Note K, was $2.5 million, $3.9 million
and $3.6 million in fiscal 2003, 2002 and 2001, respectively. Rental costs in all years generally related to office
and manufacturing facility leases. The lease agreements include purchase and renewal provisions and require
the company to pay taxes, insurance and maintenance costs. At February 28, 2003, the Company’s
commitments for minimum rentals under noncancelable operating leases were as follows (in millions):

Fiscal Year Amount
200 L $3.2
2005 e e e $2.8
2006 ... IO $2.4
200 L e e $1.3
2008 e e e $0.8
Thereafter. . . $0.4

Of the total commitments under noncancelable operating leases, $1.9 million has already been charged to
expense as of February 28, 2003 in connection with the fiscal 2003 and 2002 special charges described in
Note K.
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Nore\K — Sf)gual Charges and \Ion Recurrmg Gain
I |

S N (IR
Fiseal 2003

1 il

Dunng

]

ﬁscal 2003 -the Company continued to implement actions designed to lower cost and improve

operatronal eﬁrorency It also revtewed its intangible assets for evidence of impairment in light of changes in its
busmoss and u)ntrnled softness n the wor]d wide telecommunications networks markets. (See Note C).

o : M !
hhe following lable summarizes the eﬁect of the special charges on fiscal 2003 operations by financial
statcment catcgory {in mllhons)

by 1 1‘3' o Impairment
v o o -+ Cost of Research & Other of
N RIS S - Goods Sold Development SG&A Expenses Intangibles Total
Wrrtg‘\down ofwrntangrble assets. ... ... $ — $— $— $— $16.7 $16.7
Severance prlyments and related tenefits =~ 2.3 0.8 3.1 — — 6.2
Facrht\les clvsures ............. cooee 02 0.1 0.4 — — 0.7
Write down of eXCess, mventones b Al — — — — 4.1
Costs. iSSOChted with 'loss contra:ts e 4.7 — — — — 47
Loss orr earlv Iwtrngurshmcnt of debt . = - _— 1.9 = _15
Total ...\, ... SUUURR $11.3 $0.9 $35  S$19 $167  $34.3

!l
.
|
|
|
|

lhe severernce and related costs rcco:rmzed during fiscal 2003 relate to three separate workforce
YGdUCr‘l‘OnS that affected a total of 273 employees. One of the reductions was associated with the Company’s
conso;lﬁatlon of its separate Enlerprxse ‘and Networks divisions into a single, integrated organizational
structitre. The marge also mcludt:c co»ts assocrated with the resignation of the Networks division president
during the fir " 't quarter of fiscal 2003. Costs rclated to facilities closures include $0.4 million for the closure of
the Companv S lcased facility in Chicago, Illinois and $0.3 million associated with the closure of a portion of
the Company’s; leased facilities in- Manchester, United Kingdom. The downsizing of the leased space in
Manchuster loll\owed from the Company s'decision to consolidate virtually all of its manufacturing operations
into its Dallas, Texas facilities. The: 1nve1tory adjustments reflect the Company’s continued assessment of its
inventoty levéls|in light of sales prolectlons the decision to eliminate the U.K. manufacturing operation and
the consolidziion! of the business units. The charges for loss contracts reflect the costs incurred on two
contracts whi ohrare expected to result in n=t losses to the Company upon completion. The loss on early
cxtlngu1§hmert of debt includes $1.4 million in non-cash charges to write-off unamortized debt discount and
unamortized debt 1ssue costs and $0.5 'million in prepayment premiums. As of February 28, 2003,
approxrrnatelv $04 of severance an:l relared costs remain unpaid. Unpaid amounts are expected to be paid in

full durmg ﬁscal ‘7004 ‘

Ftsc"12001 T r .
| f":;‘w ST RS -

Dur[mg thie |fourth! quarter of ﬁscal 3002, the Company performed a comprehensrve review of the
positioning oﬁ»rts“product lnes mcludmg lmes brought forward from its merger with Brite, reevaluated its
physiczl plant needs and reviewec its aggrcg(tte staffing levels. Based on these reviews, the Company took a
number of strc‘ ;f‘,‘grc actions desrgmd to lower costs and streamline product offerings. As a result of these
actions, the Company incurred special charges of approximately $33.4 million, including $16.4 million for the
write duwn of Ultdﬂglbll: asszts and mventories associated with discontinued product lines, $6.5 million for the
write down ofi; ,xgess inventories, $5.2 million ifor severance payments and related benefits, $4.2 million for

|
facilities closures‘ ‘and $1.1 million, relatmg to the write down of non-productive fixed assets.
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The following table summarizes the effect of these special charges on fiscal 2002 operations by financial
statement category (in millions).

Cost of Research & Impairment
Goods Sold Development SG&A of Intangibles Total

Write down of intangible assets and inventories

associated with discontinued product lines .. .. $ 44 $— $0.3 $11.7 $16.4
Write down of excess inventories . ............. 6.5 — — — 6.5
Severance payments and related benefits ....... 22 0.8 2.2 — 5.2
Facilities closures........... ... ... ... ..., — — 4.2 — 4.2
Write down of non-productive fixed assets ...... _ 03 07 0.1 — 1.1
Total ... 13.4 $1.5 $6.8 $11.7 $33.4

The $11.7 million write down of intangible assets reflects the impairment of the Brite tradename, the
impairment of certain IVR technology acquired as part of the Brite acquisition and the impairment of related
goodwill (See Note C). The $4.4 million write down of inventories and $0.3 million charge to SG&A relate to
the Company’s decision to discontinue sales of certain earlier versions of its payment and messaging systems
that run on a different hardware platform than that used by the current versions of those systems. The
additional writedown of inventories totaling approximately $6.5 million relates to items which the Company
will continue to use in current sales situations but which, given the slowdown in market demand, it held in
excess quantities at year end.

As part of its fiscal 2002 initiatives, the Company announced plans to forego expansion into existing
leased space in Allen, Texas and to close its Jacksonville, Florida and Wichita, Kansas locations. As a result of
these actions, the Company recorded charges of approximately $4.2 million, including approximately
$3.8 million accrued for future lease commitments and approximately $0.4 million for accelerated deprecia-
tion expense arising from a reassessment of the useful lives of certain related property and equipment. As part
of its overall facilities assessment, the Company also identified and wrote off approximately $1.1 million of
fixed assets no longer being used by the Company. As of February 28, 2003, approximately $1.9 million of the
accrued lease costs remain unpaid. The Company completed the sale of its Wichita, Kansas office building on
May 31, 2002. The $2.0 million in gross proceeds was used to pay down amounts outstanding under the
Company’s then outstanding revolving credit facility.

The severance and related costs recognized in the fourth quarter of fiscal 2002 were associated with two
workforce reductions that affected 198 employees. As of February 28, 2003, approximately $0.1 miilion of the
total severance and related costs remained unpaid. Unpaid amounts are expected to be paid in full during fiscal
2004.

Fiscal 2001

During the fourth quarter of fiscal 2001, the Company changed its organizational structure and
eliminated certain product offerings in order to reduce costs and improve the Company’s focus on its core
competencies and products. As a result of these actions, the Company incurred special charges of
approximately $8.2 million, including $3.6 million for severance and related costs, $3.1 million for the write-off
of assets associated with discontinued product lines and $1.5 million for estimated customer accommodations
related to the discontinued product lines. '
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‘The followmg table summarizes the' ei’ect of these special charges on fiscal 2001 operations by financial
staternent category (m millions). :

|

‘ u‘» ' ‘ ) Cost of Research and
" ' ‘\‘ - Goods Sold Development SG&A Total
Severance pcyments and related benefiss ™. . Lottt $1.3 $0.4 $1.9 336
Write down: of assets associated thh discontinued product lines 3.1 — — 3.1
Custcmer accommodations assouated wﬁh discontinued product
hnt‘S ....... .. .................... _ _— £ _1_§_
Total . R IR A S $4.4 $0.4 $3.4 8.2

ll
£
il

\\\

”he severance and related ceats were assocxated with a workforce adjustment that affected approximately
130 employees ‘and included the remgnanena 'of the Company’s President and Chief Operating Officer. During
" the thrd quc_-‘ter of ﬁscal 2002, theI Companv determined that it had settled its severance related obligations
for 1635 than, 0r1g1nally antlclpc,ted dnd :accordingly, the Company reversed the remaining accrual of
$0.4 nﬂhon, wreducmg selling, general and admlnlstratlve expenses.

H\\

The $3.1 million charge to write oﬁ" assets is primarily attributable to the Company’s decision to
d1scont1nue sl AgentConnect product line and includes a $2.9 million charge for the impairment of
unamnmzed purchased software (mcludcd in other intangible assets) associated with this product. The
$1.5 nulhon cﬁarae for estimated custorner accommodations is comprised primarily of bad debts and customer
settlenients .:asoc:lated with the Company’s decision to discontinue the AgentConnect product line. This
charge is reﬂected in sellirg, general and administrative expenses. During fiscal 2002, the Company reached
settlements with its affected customers ‘for amounts that were less than originally anticipated. As a result, it
reversed $0.5 million of the accrual) reducing selling, general and administrative expenses in the third fiscal
quarter.

Dunng the’ fourth quarter of ﬁccal 2001 the Company reahzed a gain of $21.4 million upon the sale of
shares of stock of SpeeehWorks Internanonal Inc. acquired through the exercise of a warrant received in
connecnon wuh a‘ 1996 supply agreemen between the Company and SpeechWorks. This gain is reflected as
other i meome in the accompanymg Conoohdated Statements of Operations. In prior periods, the warrant had
been a<s1gned no value in the Company s balance sheets because the warrant and the underlying shares were
unreglctered securities, and significant uncertainties existed regarding the Company’s ability to monetize the

warran? and the ttmmg «of any such mo*letlzauon
' \ sl h . )

Subsequentl Evé'nt ‘
Durmg Apr114 2003, the Comﬂdf‘y redueed its workforce by 56 positions. The Company estimates that it
will incur charge:, of approx1matelv $1.4 million during the first quarter of fiscal 2004 in connection with this
action, with appr3x1mately $0.6 m:llion, $0.2 million, and $0.6 million impacting cost of goods sold, research

and development, and selling, general and administrative expenses, respectively. The majority of such charges -
are expected to te paid during the first half of fiscal 2004. ‘
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Note L. — Earnings Per Share

The following table sets forth the computation of basic and diluted earnings per share:
Year Ended February 28
2003 2002 2001

(In millions, except
per share data)

Numerator:
Income (loss) before the cumulative effect of a change in accounting

PIINCIPIE .« .o $(50.6) $(447) $ 9.6
Cumulative effect on prior years of a change in accounting principle ........ (15.8) — (11.9)
Nt 088 .« ottt et $(66.4) $(44.7) $ (2.3)
Denominator:
Denominator for basic earnings per share ......... . ... ... ... ... 34.0 334 327
Effect of dilutive securities-employee stock options ....................... — — 1.6
Denominator for diluted earnings per share................. .. ... . ..., 34.0 334 34.3
Basie:
Income (loss) before the cumulative effect of a change in accounting

DIDCIPIE L o o $(1.49) $(1.34) $ 0.29
Cumulative effect on prior years of a change in accounting principle ........ (0.46) — (0.36)
Nt 0SS oo e $(1.95) $(1.34) $(0.07)
Diluted:
Income (loss) before the cumulative effect of a change in accounting

PIINCIPIE .« ..ot $(1.49) $(1.34) $ 0.28
Cumulative effect on prior years of a change in accounting principle ........ (0.46) — (0.35)
Nt LOSS .« ottt $(1.95) $(1.34) $(0.07)

Options to purchase 6,009,375, 5,437,136 and 6,370,749 shares of common stock at average exercise
prices of $7.23, $9.14 and $8.72, respectively, were outstanding at February 28, 2003, February 28, 2002 and
February 28, 2001, respectively, but were not included in the computations of diluted earnings (loss) per share
because the effect would have been anti-dilutive to the calculations. For fiscal 2003 and 2002, the anti-dilution
is due to the loss for the year. For fiscal 2001, the anti-dilution is due to options’ exercise prices which were
greater than the average market prices of the common shares. '

Note M — Operating Segment Information and Major Customers

During fiscal 2003, the Company reorganized into a single, integrated business unit. This action was taken
as part of the Company’s efforts to reduce its operating costs and to focus its activities and resources on a
streamlined product line. The Company’s Chief Operating Decision Maker assesses performance and allocates
resources on an enterprise wide basis. Therefore, no separately reportable operating segments exist as of
February 28, 2003.
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| The € ompany 1sells systems andl related services into the Enterprise and Network markets. The

Com%)any b\n“]’t sales by market for ﬁs“ al 2003 2002 and 2001 were as follows (in millions):

i “‘{J o

ik I 1 o 2003 2002 2001
jEnteryp[rl\sé Systéms Sales : . L ............................. $ 524 $776 $ 958
\ (Enterprlse Semces Sales *. w.‘f. SR S . 359 30.8 - 25.6
Enterptith Total Sales .. L.\t eereier, SRR 883 1084 1214
[]H\Ietwo:‘kl gysténds Sales Ht . ........................... 323 48.8 86.9
- Netwo, k‘Servu.es Sales T 35.6 54.4 66.4
Network Total Sales .11 1, 679 1032 1533
Total \,on‘lpaanyctems éales . .......................... 84.7 126.4 182.7
Total 'vornpany iServices Salcs . 71.5 85.2 92.0
Total C o*npany ‘Salcs ... Do .‘;.“ ............ . e $156.2  $211.6  $2747

\ i [ »H \ H 1 \ " :t‘;m‘\ vy \:‘U‘vf
Gﬂograpkrc‘Operattons ~§.1 oo e

Revenues\\are attnbuted to geographu, locations based on locations of customers. The Company’s net
[TEa |1

sales by geographlc area "for ﬁscal yeqrs 2003 2002 and 2001 were as follows (in millions):

Revenuea ‘w A S R - ~ 2003 ' 2002 2001
o ", “ ‘~‘, : SR * (In millions)
‘North’ Amenca e AN . $118.8 ' $141.6
Central an:i South Amenca PR 7.4 14.9
Pamﬁc le ...... e b e e e 29 5.5 11.6
Europe Mlddle East and Afnca APV e 55.7 79.9 106.6
}Total_..,.‘.....‘.........‘j‘.“...ﬁ‘...;.‘. I $156.2  $211.6  $274.7
\ L o L
i he Ccmpany 8 ﬁxed asscts ‘by gaographlc locanon are as follows:
Property and Equnpment O : 2003 2002
,‘ : i ‘} ] ,;, ] KON e . (In millions)
| .
United ‘)tates e e P e $17.8  $21.9
UmtedKlr}l‘gdom\j‘.; ...... s 2.6 4.5
] $26.4

P ¥ u\‘, U \\ by $20.4

Concentranon of Revenue

|
|

One cus lomer 02 formerly BT Cel net, has purchased both systems and ASP managed services from

the Companv Such comblned purchases accounted for 11%, 15% and 19% of the Company’s total sales during

fiscal 2003, 200‘7“and 2001 respec‘nvely‘ Under the terms of its managed services contract with BT Cellnet and
at current cxchange rates the Companv will: ‘recognize revenues of $0.9 million per month through July 2003

and $J 7 mllﬂon‘per m10nth from,‘ August 2003 through July 2005. The amoiirit received under the ‘agreement
may- va:\ry bated ‘on’future Lhangcé in’ the ‘exchange rate between the dollar and the British pound There were -

ot more of the Company’s sales during the three years ended

Febru‘ﬁy 28, 2003.
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Note N — Concentrations of Credit Risk

The Company sells systems directly to end-users and distributors primarily in the banking and financial,
telecommunications, human resource, and healthcare markets. Customers are dispersed across different
geographic areas, primarily North America and Europe. Credit is extended based on an evaluation of a
customer’s financial condition, and a deposit is generally required. The Company has made a provision for
credit losses in these financial statements.

Note O — Employee Benefit Plan

The Company sponsors an employee savings plan in the United States which qualifies under sec-
tion 401 (k) of the Internal Revenue Code. All full time employees who have completed three months of
service are eligible to participate in the plan. The Company matches 50% of employee contributions up to 6%
of the employee’s eligible compensation. Company contributions totaled $1.1 million, $1.3 million and
$1.4 million in fiscal 2003, 2002 and 2001, respectively.

Note P — Contingencies
Intellectual Property Matters

The Company provides its customers a qualified indemnity against the infringement of third party
intellectual property rights. From time to time various owners of patents and copyrighted works send the
Company or its customers letters alleging that the Company’s products do or might infringe upon the owners’
intellectual property rights, and/or suggesting that the Company or its customers should negotiate a license or
cross-license agreement with the owner. The Company’s policy is to never knowingly infringe upon any third
party’s intellectual property rights. Accordingly, the Company forwards any such allegation or licensing
request to its outside legal counsel for their review and opinion. The Company generally attempts to resolve
any such matter by informing the owner of its position concerning non-infringement or invalidity, and/or, if
appropriate, negotiating a license or cross-license agreement. Even though the Company attempts to resolve
these matters without litigation, it is always possible that the owner of the patent or copyrighted works will
institute litigation. Owners of patent(s) and/or copyrighted work(s) have previously instituted litigation
against the Company alleging infringement of their intellectual property rights, although no such litigation is
~ currently pending against the Company. The Company currently has a portfolio of 62 patents, and it has
applied for and will continue to apply for and receive a number of additional patents to reflect its technological
innovations. The Company believes that its patent portfolio could allow it to assert counterclaims for
infringement against certain owners of intellectual property rights if those owners were to sue the Company for
infringement. ’

From time to time Ronald A. Katz Technology Licensing L.P. (“RAKTL”) has sent letters to certain
customers of the Company suggesting that the customer should negotiate a license agreement to cover the
practice of certain patents owned by RAKTL. In the letters, RAKTL has alleged that certain of its patents
pertain to certain enhanced services offered by network providers, including prepaid card and wireless services
and postpaid card services. RAKTL has further alleged that certain of its patents pertain to certain call
processing applications, including applications for call centers that route calls using a called party’s DNIS
identification number. As a result of the correspondence, an increasing number of the Company’s customers
have had discussions, or are in discussions, with RAKTL. Certain products offered by the Company can be
programmed and configured to provide enhanced services to network providers and call processing applications
for call centers. The Company’s contracts with customers usually include a qualified obligation to indemnify
and defend customers against claims that products as delivered by the Company infringe a third party’s patent.

None of the Company’s customers have notified the Company that RAKTL has claimed that any
product provided by the Company infringes any claims of any RAKTL patent. Accordingly, the Company has
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| 1 1 ” '
not beén reqnlred to defend any customers agalnst a claim of infringement under a RAKTL patent. The
Company has, however, received letters from customers notifying the Company of the efforts by RAKTL to
license its patent portfolio and remlndlng the Company of its potential obligations under the indemnification
provisions of, the applicable agreements in t’t‘e event that a claim is asserted. In response to correspondence
from R‘AKTL a few customers have attempted to tender to the Company the defense of its products under
contructual mdemmtv provisions. The Company has informed these customers that while it fully intends to
honor any contractua] indemnity prov151c-ns it does not believe it currently has any obligation to provide such a
defense becausq RAI\TL does not appear toihave made a claim that a Company product infringes a patent.
Some : of these, custcmers have,, :hsagreed with the Company and -believe that the correspondence from
RAKT L cans be\construed as clann(s) :against the Company’s products. An affiliate of Verizon Communica-
tions, Inc C elleo Partnership d/b/a Verizon Wireless, recently settled all claims of patent infringement
asserted aga-nsmt in the ‘matter of RAKTL v. Verizon Communications, Inc. et al, No. 01-CV-5627, in
U.S. DlStI‘lCt Court, Eastern Dlstrlct of Pennsylvama Verizon Wireless had previously notified the Company
of the[ lawsuu and referenced provns1ons ina contract for prepaid services which required a wholly owned
subsiciary of the ‘Company, Brite Vome Systems Inc., to indemnify Verizon Wireless against claims that its
serv1cos 1nfr1rngeratents The clam< in ‘the Jawsuit made general reference to prepaid services and a variety of
other. serv1cea otfered by Verizon ‘erelets and its affiliates but did not refer to Brite’s products or services. The
Company had 1nformed Verizon: ereless that it could find no basis for an indemnity obligation under the
exp1re:l contrdct‘and accordmgly, the Company did not participate in the defense or settlement of the matter.

Even thouvh RAKTL has not alleged that a product provided by the Company infringes a RAKTL
paten®; it is clways poss1ble that RAKTL may do so. In the event that a Company product becomes the
subject\of lmgatlon a customer could attempt to invoke the Company’s indemnity obligations under the
applicible agteement. As with most salés coniracts with suppliers of computerized equipment, the Company’s
contrzctual indemnity obligations are genezally limited to the products and services provided by the Company,
and grnerally require- the customer to allow the Company to have control over any litigation and settlement
negotlanons wlthf the patent holderr The customers who have received letters from RAKTL generally have
multl]:le supphers of the types of products that might potentially be subject to claims by RAKTL.

Even ths ugh no claims have heen ma:le that a specific product offered by the Company infringes any
claim under the RAKTL patent portfoho 1 the! Company has received opinions from its outside patent counsel
that C“rtaln products and applications oFered by the Company do not infringe certain claims of the RAKTL
patents The Company has also received’ ‘opinions from its outside counsel that certain claims under the
RAKT L pateat portfoho are mvahd or unenforceable. Furthermore, based on the reviews by outside counsel,
the Cumpany is not aware of any velid and enforceable claims under the RAKTL portfolio that are infringed
by the Compary s products. If the Company does become involved in litigation in connection with the
RAKT L patent. portfo'lo under a contractual indemnity or any other legal theory, the Company intends to
vigorously coatest the claims and to assert appropriate defenses. An increasing number of companies,
1ncludnng somie | ﬂarge well known compan1e< and some customers of the Company, have already licensed
certam ‘1ghts unEer the RAKTL pitent poutfoho RAKTL has previously announced license agreements with,
among; o‘cherC AT&Tw k,orp Mlcrosoft Corporat1on and Internatlonal Business Machmes Corporatlon T

e

In the r‘atter of Aerotel L d et al 2 Sprmt Corporatzon et al Cause No. 99-CIV-11091 (SAS)
pending' in the United States Dlst*l.,t Court, Southern District of New York, Aerotel, Ltd., has sued Sprint
Corporation allegmg that certair: prepaid services offered by Sprint are infringing Aerotel’s U.S. Patent
No. 4,706,275 (“275 patent”). AC(.OI'dlI]g to Sprint, the suit originally focused on land-line prepaid services
not provided by ‘the Company. As part of an’ unsuccessful mediation effort, Aerotel also sought compensation
for certain, prepald wireless services provided 'to Sprint PCS by the Company. As a result of the mediation
effort, Sprint has requested that the Comoany provide a defense and indemnification to Aerotel’s infringement
claims, %o the extznt that they pertain to any wireless prepaid services offered by the Company. In response to
this request theHCompany offered to assist {and has in fact been assisting) Sprint’s counsel in defending
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against such claims, to the extent they deal with issues unique to the system and services provided by the
Company. Sprint has asserted, among other things, that Intervoice should reimburse Sprint for legal expenses
Sprint incurs in connection with defending the wireless services. The trial court, which had temporarily stayed
proceedings, recently recommenced proceedings following certain rulings from the United States Patent and
Trademark Office. The Company has received opinions from its outside patent counsel that the wircless
prepaid services offered by the Company do not infringe the “275 patent”. Aerotel has filed expert reports that
assert that wireless services provided by the Company are covered under Claim 23 of the “275 patent”. Sprint
has filed its own expert report rebutting Aerotel’s expert.

Pending Litigation

David Barrie, et al., on Behalf of Themselves and All Others Similarly Situated v. InterVoice-Brite, Inc.,
et al; No. 3-01CV1071-D, pending in the United States District Court, Northern District of Texas, Dallas
Division:

Several related class action lawsuits were filed in the United States District Court for the Northern
District of Texas on behalf of purchasers of common stock of the Company during the period from
October 12, 1999 through June 6, 2000 the (“Class Period”). Plaintiffs have filed claims which, were
consolidated into one proceeding, under §§ 10(b) and 20(a) of the Securities Exchange Act of 1934 and the
Securities and Exchange Commission Rule 10b-5 against the Company as well as certain named current and
former officers and directors of the Company on behalf of the alleged class members. In the complaint,
-Plaintiffs claim that the Company and the named current and former officers and directors issued false and
misleading statements during the Class Period concerning the financial condition of the Company, the results
of the Company’s merger with Brite and the alleged future business projections of the Company. Plaintiffs
have asserted that these alleged statements resulted in artificially inflated stock prices.

The Company believes that it and its officers complied with their obligations under the securities laws,
and intends to defend the lawsuit vigorously. The Company responded to this complaint by filing a motion to
dismiss the complaint in the consolidated proceeding. The Company asserted that the complaint lacked the
degree of specificity and factual support to meet the pleading standards applicable to federal securities
litigation. On this basis, the Company requested that the United States District Court for the Northern
District of Texas dismiss the complaint in its entirety. Plaintiffs responded to the Company’s request for
dismissal. On August 8, 2002, the Court entered an order granting the Company’s motion to dismiss the class
action lawsuit. In the order dismissing the lawsuit, the Court granted plaintiffs an opportunity to reinstate the
lawsuit by filing an amended complaint. Plaintiffs filed an amended complaint on September 23, 2002. The
Company has filed a motion to dismiss the amended complaint, and plaintiffs have filed a response in
opposition to the Company’s motion to dismiss. The court has ordered the parties to attend a mediation with a
neutral third-party mediator during June 2003. All discovery and other proceedings not related to the dismissal
have been stayed pending resolution of the Company’s request to dismiss the amended complaint.

Telemac Avbitration

On March 28, 2003 the Company announced a settlement of an arbitration proceeding in the Los
Angeles, California, office of JAMS initiated by Telemac Corporation (“Telemac”) against the Company,
InterVoice Brite Ltd. and Brite Voice Systems, Inc., JAMS Case No. 1220026278. Telemac’s allegations
arose out of the negotiation of an Amended and Restated Prepaid Phone Processing Agreement between
Telemac and Brite Voice Systems Group, Ltd., and certain amendments thereto, under which Telemac
licensed prepaid wireless software for use in the United Kingdom under agreement with 02, formerly
BT Celinet, a provider of wireless telephony in the United Kingdom. The terms of the settlement included a
cash payment to Telemac, which was not significant to the Company’s consolidated financial condition.
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Other Matters w

The Company 1s a defendant ‘from & me to time in lawsuits incidental to its business. Based on currently
available information, the Company believes that resolution of all known lawsuits, including the matter
desc-lbed above is vncertain, and there can be no assurance that future costs related to such matters would
not be‘ matenal to the Company 8, ﬁnancml pos1t10n or results of operations.

The Company is a party: to« many« routine contracts in which it provides general indemnities and
warranties in the normal course of business to third parties for various risks. These indemnities and warranties
are ulaCuSSCd in the following paragraphs, Except in specific circumstances where the Company has
determined that the likelihood of loss is probable and the amount of the loss quantifiable, the Company has
not recorded a hablhty for any of these indemnities. In general, the Company is not able to est1mate the

potent}‘al amoqnt of any hablhty,‘ relatmg to- these 1ndemmtles and warrantles
l . P

IVIany of‘ the Company $ contracts partwularly for managed services, foreign contracts and contracts with
teleccmmumr‘at(on companies, include provisions for the assessment of liquidated damages for delayed project
comph etlon and/or for the Company’s. failure to achieve certain minimum service levels. The Company has
had to. \pay hqmdated damages in the past’ and may have to pay additional liquidated damages in the future.

[N

Any such future hqmdated damd:ves could be significant.

Il‘xe Company s contracts With its clistomers generally contain qualified indemnifications against third
party olaumc relatmg to the 1nfr1ngement of intellectual property as described in “Intellectual Property
Matters” above,

] i m ' ' R ;

Th‘e Company s contracts w1th its customers also generally contain warranties and, in some cases, general
indemnificat:ons'against other un<pec1ﬁed‘ third party and general liability claims. The Company has liability
insurance prote,tmg it against certaln obhgdtlons primarily certain claims related to property damage,- that

)
result from these 1ndemn1t1es

The Company s r3volvmg credit aﬂreement allows for certain amounts that may be advanced under the
agreement to accrue interest at LIBOR plus a margin. The agreement states that the LIBOR rate may be
adjusted by the lender on a prospectlve tasis to take into account any additional or increased costs to the
lender of malntalmng‘or obtaining any eurodcllar deposits or increased costs due to changes in applicable law
occumng sub?eﬂnent to the start of the then applicable interest period. The agreement -also requires the
Compdny to incemnify the lender aganst anv loss incurred by the lender as a result of actions taken by the
Company to settie the LIBOR based loans aad related interest obligations on other than the predetermined
settlernent daie, The provisions described:above continue for the entire term of the credit agreement, and
there is no limitation on the maximum additional amounts the Company could be obligated to pay under such
provis:ons. Any failure to pay amounts due under such provisions generally would trigger an event of default
and would entitls the lender to foreclose upon the collateral to realize the amounts due. The Company had no
amounts outstandmg undes the revolving credit agreement at February 28, 2003.

The Corrpdny has employment agreements with three executive officers. Each agreement requires the
Company to 'taake termination pavments to the officer of from one to two times the officer’s annual base
compensatiorn inthe event the officer’s servicés are terminated without cause or payments of up to 2.9 times
the officer’s annual compensation including bonuses in connection with a termination of the officer’s services
following a change in ownership of the Company, as defined in the agreement, prior to the expiration of the
agreement. If all three officers were terminated without cause as described above during fiscal 2004, the cost
to the C‘ompanyﬁwould‘range fror $0.8 million to $2.5 million.

The Company, under the terms of its Articles of Incorporation and Bylaws, indemnifies its directors,
officers, emplﬁyees or agents or any other person serving at the Company’s request as a director, officer,
employee or agen: of another corporation in connection with a derivative suit if (1) he or she is successful on
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the merits or otherwise or {2) acted in good faith, and in a manner he or she reasonably believed to be in or
not opposed to the best interests of the corporation, but the Company will not provide indemnification for any
claim as to which the person was adjudged liable for negligence or misconduct unless the court determines
that under the circumstances the person is fairly and reasonably entitled to indemnification. The Company
provides the same category of persons with indemnification in a non-derivative suit only if such person (1) is
successful on the merits or otherwise or (2) acted in good faith, and in a manner he or she reasonably believed
to be in or not opposed to the best interests of the corporation, and with respect to any criminal action or
proceeding, had no reason to believe his or her conduct was unlawful.

In connection with certain lawsuits filed against the Company and certain of its present and former
officers and directors (see “Pending Litigation” above, the Company has agreed to pay in advance any
expenses, including attorneys’ fees, incurred by such present and former officers and directors in defending
such litigation, in accordance with Article 2.02-1 of the Texas Business Corporation Act and the Company’s
Articles of Incorporation and Bylaws. Each of these parties has provided the Company with a written
undertaking to repay the Company the expenses advanced if the person is ultimately not entitled to
indemnification. '

The merger agreement between Intervoice, Inc. and Brite Voice Systems, Inc. provides that until the fifth
anniversary of the merger in 2004, the Company shall, as the surviving corporation, indemnify, defend and
hold harmless, to the fullest extent permitted under Kansas law or the terms of Brite’s Articles of
Incorporation or Bylaws as in effect at the effective time of the merger, the present and former officers and
directors of Brite and its subsidiaries against all losses, claims, damages, liabilities, costs, fees and expenses,
including reasonable attorneys’ fees and judgments, fines, losses, claims, liabilities and amounts paid in
settlement, arising out of actions or omissions occurring at or prior to the effective time of the merger. The
merger agreement also provides that the Company will maintain Brite’s existing directors’ and officers’ liability
insurance or a substantially equivalent policy, for at least five years after the effective time of the merger. The
Company is not, however, required to pay total premiums for insurance in excess of $250,000. If the Company
is unable to obtain substantially equivalent coverage for an aggregate premium not to exceed $250,000, then it
will obtain as much insurance as can be obtained for $250,000.

Texas corporations are authorized to obtain insurance to protect officers and directors from certain
liabilities, including liabilities against which the corporation cannot indemnify its officers and directors. The
Company has obtained liability insurance for its officers and directors as permitted by Article 2.02-1 of the
Texas Business Corporation Act.
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ColumnlA

Descri;fﬁon ‘“ w H

Year énded Fébruary 28, 2003:
Allowance for doubtful accouxts

Year Ended February 28, 2002:
Allowance for doubtful accounts

Year Ended February 28, 2001:
Allowance for doul:tful account<

(A) A}ccounts ‘written off.

- +*INTERVOICE, INC:

-VALUATION AND QUALIFYING ACCOUNTS

Column B Column C Column D Column E
Additions
Balance at Charged to Balance at
Beginning Cost-and - End of
of Period Expenses Deductions Period
(In millions)
$3.5 $ (0.7)(B) $ (0.3)(A) $2.5
$3.6 $ 04 $ (0.5)(A) $35
$4.2 $ 29 $ (3.5)(A) $3.6

(B) Recovery of accounts written off in a preceding year, net of current period account charges.

[‘W i : 1“

T T
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Item 9. Changes in and Disagreements with Accountants on Accounting and Financial Disclosure

Not applicable.

PART 111

Item 10. Directors and Executive Officers of the Registrant

The information required by this item will be contained in the sections entitled “Election of Directors”
and “Executive Officers” in the Company’s Definitive Proxy Statement, involving the election of directors, to
be filed pursuant to Regulation 14A with the Securities and Exchange Commission not later than 120 days
after the end of the fiscal year covered by this Form 10-K (the “Definitive Proxy Statement”) and is
incorporated herein by reference.

Item 11. Executive Compensation

The information required by this item will be contained in the section entitled “Executive Compensation”
in the Definitive Proxy Statement. Such information is incorporated herein by reference.

Item 12. Security Ownership of Certain Beneficial Owners and Management

The information required by this item will be contained in the section entitled “Election of Directors” in
the Definitive Proxy Statement. Such information is incorporated herein by reference.

Item 13. Certain Relationships and Related Transactions

The information required by this item will be contained in the section entitled “Certain Transactions” in
the Definitive Proxy Statement. Such information is incorporated herein by reference.

Item 14. Controls and Procedures

The Company’s chief executive officer and chief financial officer have reviewed and evaluated the
effectiveness of the Company’s disclosure controls and procedures (as defined in Rules 240.13a-14(c) and
15d-14(c) promulgated under the Securitics Exchange Act of 1934) as of a date within ninety days before the
filing date of this annual report. Based on that review and evaluation, which included inquiries made to certain
other employees of the Company, the chief executive officer and chief financial officer have concluded that the
Company’s current disclosure controls and procedures, as designed and implemented, are reasonably adequate
to ensure that they are provided with material information relating to the Company required to be disclosed in
the reports the Company files or submits under the Securities Exchange Act of 1934. There have not been any
significant changes in the Company’s internal controls or in other factors that could significantly affect these
controls subsequent to the date of their evaluation. There were no significant deficiencies or material
weaknesses, and therefore no corrective actions were taken.
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Item 15 meczpal Accountant Fees and Servtces

Not apphcable

PART IV

Item 16. Exhibits, Financial Statement Schedules, and Reports on Form 8-K

(a) The followmg censolidated financial statements and financial statement schedule of Intervoice, Inc.
and sub31d1ar1es are mcludcd in [tems 8 and 16(a), respectively.

O R T N A T Page
(_l) Financial Statements o
! Report of Independent Audltors ................................................. 38
Corschdated Balance Sheetsiat'February 28, 2003 and 2002 ....................ou... 39
Corschdated Statements of Operatlons for each of the three years in the period ended
Febrary 28,2003 ..... .. .. e 40
Corschdated Statements of C1a,nges in Stockholders’ Equity for each of the three years
- in the period ended February 28,2003 ...... ... ... ... .. i 41
; Consclidated Statements of Cash Flows for each of the three years in the period ended
‘ February28 2003 . e e 42
Notes 1o Consolidated Financial Statements .......... ...l 43
(2) anan ’al Slatemenz Sckedule IT Valuation and Qualifying Accounts .................. 74

All other §8hedules are omlfféd beca‘lse. they are not applicable or the requ1red information is shown in

the ﬁnanmal otatements or notes thereto. ©
(3) Exhzbus

Thc cxhlblts required to be fited by thlb Item 16 are set forth in the Index to Exhibits accompanying this
report
R ‘
(b) Rebbr‘té on Form 8-K
| e
1. A report on Ferm 8-K ﬁle:l on Dec,cmber 20, 2002 to announce the Company’s third quarter earnings
release. .




SIGNATURES

Pursuant to the requirements of Sections 13 or 15(d) of the Securities Exchange Act of 1934, the
Company has duly caused this report to be signed on its behalf by the undersigned, thereunto duly authorized.

INTERVOICE, INC.

By: /s/ DaviD W. BRANDENBURG
David W. Brandenburg

Chairman of the Board of Directors
and Chief Executive Officer

Dated: July 1, 2003
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- CERTIFICATIONS

I, Dawd w. Brandenburg, certlf« that
| O] 1 FREN
1 il have rev1ewed thls annual report on Form 10-K/A of Intervorce Inc,;

“. . u‘\ ;v‘r

“Basef"‘ o‘nlr my .(nowledge tt‘us annual report does not contain any untrue statement of a material fact or
. omit to‘r‘state d material fact neeesury to make the statements made, in light of the circumstances
s runder whrch such staterrents were rnade not misleading with respect to the perlod covered by this
annucl ‘eport
S "
- ‘t [} '
: Base:l on my knowledge. the nnanc1al statements, and other financial information included in this
annu«J report fairly presén’ in ‘all material respects the financial condition, results of operations and
cash flows of the reglstrant ‘as :)t and for, the periods presented in this annual report;
l B
4, The regrstrants other certlfymw ‘officers and [ are responsible for establishing and maintaining
dlsclmure controls and prOeedures (as defined in Exchange Act Rules 13a-14 and 15d-14) for the

\reglstranr and have:
. S |

I‘ 3

)

LH' \r

ia) \de‘srgned such disclosure controls and procedures to ensure that material information relating to
the regisirant, including its consolidated subsidiaries, is made known to us by others within those entities,
particularly'during the period in wkich this annual report is being prepared;

" b) evaluated the effectiveness of the registrants’ disclosure controls and procedures as of a date
within 90 days prror to the f1 ing date of this annual report (the “Evaluation Date”); and

S ¢) pre<ented in this annudl report our conclusions about the effectiveness of the dlsclosure controls
a'1d procedures based on our Mvaludtlon as of the Evaluation Date;

5. The regrstrant 5 other cerntvmg oﬂleers and I have disclosed, based on our most recent evaluation, to
the registrant’s auditors and the audit committee of registrant’s board of directors (or persons
performing the equivalent functions):
| a) wall ‘qgmﬁcant deﬁc1enc1es in the design or operation of internal controls which could adversely

aiTect the r'eglstrant s ‘ability to record, process summarize and report financial data and have identified

fcr the registrant’ s auditors dl"V material weaknesses in internal controls; and
| .

' b) anyi‘fraudl whether or not‘mater‘lal, that involves management or other employees who have a
significait role in the registrant’s internal controls; and

6. The registrant’s other certifying officers and I have indicated in this annual report whether or not there
were sigaifican: changes in internal controls or in other factors that could significantly affect internal
controls <ubsequent to the date, of .our most recent evaluation, including any corrective actions with
regard to significant deficiencies ‘and material weaknesses.

7 /s/- Davib W. BRANDENBURG
David W. Brandenburg
Chief Executive Officer and Chairman

e
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|
i
P
|
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|
|

Date: Julyl zq 3



CERTIFICATIONS
I, Rob-Roy J. Graham, certify that:
1. I have reviewed this annual report on Form 10-K/A of Intervoice, Inc.;

2. Based on my knowledge, this annual report does not contain any untrue statement of a material fact or
omit to state a material fact necessary to make the statements made, in light of the circumstances
under which such statements were made, not misleading with respect to the period covered by this
annual report;

3. Based on my knowledge, the financial statements, and other financial information included in this
annual report, fairly present in all material respects the financial condition, results of operations and
cash flows of the registrant as of, and for, the periods presented in this annual report;

4. The registrant’s other certifying officers and 1 are responsible for establishing and maintaining
disclosure controls and procedures (as defined in Exchange Act Rules 13a-14 and 15d-14) for the
registrant and have:

a) designed such disclosure controls and procedures to ensure that material information relating to
the registrant, including its consolidated subsidiaries, is made known to us by others within those entities,
particularly during the period in which this annual report is being prepared;

b) evaluated the effectiveness of the registrants’ disclosure controls and procedures as of a date
within 90 days prior to the filing date of this annual report (the “Evaluation Date”); and

c¢) presented in this annual report our conclusions about the effectiveness of the disclosure controls
and procedures based on our evaluation as of the Evaluation Date;

5. The registrant’s other certifying officers and I have disclosed, based on our most recent evaluation, to
the registrant’s auditors and the audit committee of registrant’s board of directors (or persons
performing the equivalent functions):

a) all significant deficiencies in the design or operation of internal controls which could adversely
affect the registrant’s ability to record, process, summarize and report financial data and have identified
for the registrant’s auditors any material weaknesses in internal controls; and

b) any fraud, whether or not material, that involves management or other employees who have a
significant role in the registrant’s internal controls; and

6. The registrant’s other certifying officers and I have indicated in this annual report whether or not there
were significant changes in internal controls or in other factors that could significantly affect internal
controls subsequent to the date of our most recent evaluation, including any corrective actions with
regard to significant deficiencies and material weaknesses.

/s/ RoB-Roy J. GRAHAM

Rob-Roy J. Graham
Executive Vice President and Chief Financial Officer

Date: July 1, 2003
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31
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33
34
4.1

4.2
43
44
4.5
4.6

10.1
10.2
10.3
10.4 .
10.5
10.6

10.7
10.8

10.9

10.10
10.11

10.12

INDEX TO EXHIBITS
Description
AI‘UCI"S of Incorporation, ab‘amendcd of Registrant.(2)
Amendmcnt to Articles of [ncorpomllon of Registrant.(9)
Amendmcnt to Articles of Incorporanon of Registrant.(19)
Second Restated Bylaws of Regmrant as amended. (1)
Third Arhended and Restated nghtq Agreement dated as of May 1, 2001 between the Reglstrant and

Lomputersharc Investor Semces LL(, as Rights Agent.(4)
Tbecurnes[Purchase Agrecment ddted as of May 29, 2002, between the Registrant and the Buyers

; ,named thcrem (the “Securntles Pu‘*chase Agreement”).(17)

Form' of Convertlble Note; cated as of May 29, 2002, between the Registrant and each of the Buyers

,under Lhc Securities Purchase Agreement (17)

"Form of Warrant, dated as of May 29 2002, between the Registrant and each of the Buyers under the
fbecurnes Purchase Agreement (1") !

|

ZReglst'r’atl:)n nghts Agrcement dated as of May 29, 2002, between the Reglstrant and each of the

Buyers;under the Securiti¢s Purchase ‘Agreement.(17)

First Amendmcnt to Third Amendud and Restated Rights Agreement dated as of May 29, 2002,

betwesn'! the Reglstrant and Computershare Investor Services, LLC.(17)

The InterVowc Inc. 1990:1ncentive Stock Option Plan, as amended.(8)

The Inteercc Inc. 1990 Nonqualified Stock Option Plan for Non-Employees, as amended. (3)
The Inteancc Inc. Emplﬂ vee Stock Purchase Plan.(6)

InterVoice, Inc Employec Savmgs Pl.m (5)

.InterVon.c Inc. Restricted Stock Plar.(7)

Employnhnt Agreement dated as of September 16, 1998 between the Company and Rob-Roy J.
Graham.(8)

Inter\’omc Inc. 1998 Stock wOptlan P:ian.(8)

rAcqu1>1t10n Agreement and Plan of Merger dated as of April 27, 1999, by and among the Company,
InterVome Acculsmon Suboldmry I3, Inc. (“Acquisition Subsidiary”) and Brite Voice Systems,

Inc. (ll)

Patent Llccnsc Agreemenr betwecn Lucent Technologies GRL Corp. 'and InterVoice Limited
Partnership, effective as of October 1, 1999. Portions of this exhibit have been excluded pursuant to a
request for confidential treatment. (9)

Intervmce Inc. 1999 Stock Optlon Plan.(12)

Credlt Agreemqnt dated June 1, 1999 among InterVoice, Inc., InterVoice Acquisition Subsidiary 111,

-l‘nc andHBank of America Natlonal ‘Trust and Savings Assomatlon as “Agent”, Banc of America

‘;SCCUI‘"TICSI LLC and certain other financial Institutions indicated as being parties to the Credit
1 .Agreemert (col lecnvely, “Lenders”) incorporated by reference to Exhibit 99.(b) (1) of the Sched-

10.13

10.14
10.15

ule 14-D1 (Amendment No. 4) fled by InterVoice, Inc. and InterVoice Acquisition Subsidiary I11,

Inc. om June 14, 1599.(11)~
Forbe arance Agreement dated as of March 7, 2002, by and among the Company, Brite Voice Systems,
Inc., Bark of America, National Association, as agent, and the Lenders party thereto.(15)

Consefit and Amendment to Forbearance Agreement, dated as of March 31, 2002, by and among the
Company. Brite Voice Systems, Inc., Bank of America, National Association, as agent, and the
Lenders ‘party thereto.(16)

Form uf:Commitment Letter dz;ted May 29, 2002.(17)

Consent, Waiver and Third Amendment to Credit Agreement, effective as of May 29, 2002 among the

Registrant, Brite Voice Systems Irc.-(successor by merger to InterVoice Acquisition Subsidiary 11,

]nc) Bank of America, thlondl Association (successor by merger to Bank of America Nat10nal
Trust: <nd Savings Assomctlon) asl Ag,ent and the other Lenders named therein.(17)
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ok




Exhibit
Number Description

10.16 Subordination and Intercreditor Agreement effective as of May 29, 2002 by and among the Registrant,
the Buyers under the Securities Purchase Agreement, and Bank of America, National Association, as
Agent for the Senior Creditors (defined therein).(17)

10.17 Promissory Note, dated May 29, 2002, executed by the Registrant in favor of Beal Bank, S.S.B.(17)

10.18 Deed of Trust, Security Agreement, and Assignment of Leases and Rents dated May 29, 2002,
executed by the Registrant for its benefit of Beal Bank, S.S.B.(17)

10.19 First Amendment to Employment Agreement effective as of July 1, 2000, between the Company and
Rob-Roy J. Graham.(10)

10.20 First Amendment to Credit Agreement effective as of January 15, 2001, between the Company, Agent
and the Lenders.(13)

10.21 Consent and Second Amendment to Credit Agreement effective as of February 28, 2001, between the
Company, Agent and the Lenders.(13)

10.22 Second Amendment to Employment Agreement dated as of October 31, 2001, between the Company

. and Rob-Roy J. Graham.(14)

10.23 Second Amended Employment Agreement dated as of February 18, 2002, between the Company and
David W. Brandenburg. (18)

10.24 Loan and Security Agreement dated as of August 29, 2002 between the Company and Foothill Capital
Corporation. (20)

10.25 Modification Agreement dated as of September 30, 2002, by and between the Company and Beal Bank
S.S.B., modifying a deed of trust.(19)

10.26 Second Modification Agreement dated as of February 27, 2003 by and between the Company and Beal
Bank S.S.B., modifying a deed of trust.(21)

10.27 Employment Agreement dated as of October 23, 2002, between the Company and Robert E.
Ritchey. (21)

21 Subsidiaries. (21)

23 Consent of Independent Auditors.(21)

99.1 Certification Pursuant to 18 U.S.C. Section 1350, signed by David W. Brandenburg.(22)

99.2  Certification Pursuant to 18 U.S.C. Section 1350, signed by Rob-Roy J. Graham.(22)

99.3 Pages 12, 13, 18, 38-40, 43 and 45 of the Registration Statement on Form S-4, as amended

(incorporated by reference to page 12, 13, 18, 38-40, 43 and 45 of the Registration Statement on
Form S-4/A (Amendment No. One) filed by the Company on July 13, 1999}.(9)

99.4 Letter Agreement dated April 2, 2002 between the Company and a prospective purchaser of the
Company’s facilities in Wichita, Kansas. Portions of this exhibit have been excluded pursuant to a
request for confidentiality treatment.(16)

(1) Incorporated by reference to exhibits to the Company’s 1991 Annual Report on Form 10-K for the fiscal
year ended February 28, 1991, filed with the Securities and Exchange Commission (SEC) on May 29,
1991, as amended by Amendment No. 1 on Form 8 to Annual Report on Form 10-K, filed with the SEC
on August 1, 1991.

(2) Incorporated by reference to exhibits to the Company’s 1995 Annual Report on Form 10-K for the fiscal
year ended February 28, 1995, filed with the SEC on May 30, 1995.

(3) Incorporated by reference to exhibits to the Company’s Registration Statement on Form S-8 filed with
the SEC on April 6, 1994, with respect to the Company’s 1990 Nonqualified Stock Option Plan for
Non-Employees, Registration Number 33-77590.

(4) Incorporated by reference to exhibits to Form 8-A/A (Amendment 3) filed with the SEC on May 9,
2001.

(5) Incorporated by reference to exhibits to the Company’s 1994 Annual Report on Form 10-K for the fiscal
year ended February 28, 1994, filed with the SEC on May 31, 1994,

{6) Incorporated by reference to exhibits to Registration Statement on Form S-8 filed with the SEC on
November 20, 2002, Registration Number 333-1013280.




I

T
!
I

(7) Incor porated by reference o exhibits to the Company’s 1996 Annual Report on Form 10-K for the fiscal
year ended February 29, ‘1996 ﬁled with the SEC on May 29, 1996.

(8) \Incoroor‘ated by reference 10 exhrbm to the Company’s Quarterly Report on Form 10-Q for the quarter
ende"’ August 31, 1998, hled wrh the SEC on October 14, 1998.

il

(9) lIncorporated by reference to the Company s Quarterly Report on Form 10-Q for the fiscal quarter ended
‘Augbt l1‘1 1999, filed with the SEC on October 14, 1999.

(10) ‘Incorporéted by reference to the Comoany s Quarterly Report on Form 10- Q for the fiscal quarter ended
‘Augest 31, 2600, filed w1th the SEC on October 14, 2000.

(11) Incorporated by reference: to Reg1stratlon Statement on Form S-4 filed with the SEC on July 13, 1999,
wRegmratlon Number 333 79839

(121 Incorporated by reference to Reglstratlon Statement on Form S-8 filed with the SEC on October 15 .
1999, R‘e':vlstratlon Number 333 80177

(13) Incorporcted bv rcfercnce to thlbltb to the Company’s 2001 Annual Report on form 10 K for the fiscal
year ended February 28, 2001, ‘ﬁled wlth the SEC on May 18, 2001.
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(14) Incorporated by reference to exhibits to the Company’s Quarterly Report on Form 10-Q for the quarter
°ndec Novemoer 20, 2001, filed with the SEC on January 11, 2002.

(15) Incorporated by reference o exhibits to the Company’s Current Report on Form 8-K, filed with the
,SEC on. March 13, 2002.

(16) [ncorporated by reference to exhlbus ‘to the Company’s Current Report on Form 8-K, filed with the
;bEC onApril 18, 2002.

(17) Incorporated bv reterence to exhrbrts to the Company’s Current Report on Form 8-K, filed with the
SEC on| May 30, 2002. ‘

(18) Incorporated by reference to exhibits to the Company’s 2002 Annual Report on Form 10-K for the fiscal
year ended February 28, 2002, ﬁled with the SEC on May 30, 2002.
(19), Incorporared by reference o exhlbns to the Company’s Quarterly Report on Form 10-Q for the quarter

ended A{i':ust 31, 2002, file€ with the SEC on October 15, 2002.
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Intervoice

Intervoice is well positioned to defend
and grow its reputation for providing

an increasingly demanding marketplace
with industry leading voice automation,
messaging and payment solutions with

a proven ROI. It will do this by building
further toward open standards-based
software solutions, by providing superior
development tools, through offering
professional services that leverage
decades of leadership and experience,
and by entering and developing strategic
alliances with complementary IT market
leaders. We look forward to many more
successful years to come as we implement
and reap the rewards of our renewed
vision and clear course for the future.

transter agent

Computershare Investor Services, L.L.C.
Chicago, lllinois

o

tock exchange listing

ntervoice, Inc. is quoted on the NASDAQ
National Market under the symbol INTV.

Copyright © 2003 Intervoice, Inc. All names
and trademarks are the property of their
respective owners.
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